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FTOM: Division of Ttading and MarketsT^ y - 
Division of Booncndc Jtaalysis 

HE. ProDoaed Ralcfi and Fule ?»»Bnckientp of the Chicago Mercantile B^<:*«nge 
SSSg to Se EstabUshnent of a Proposed Mutual Offset Systaa Wxth 
the Singapore International Hcnetary Scchange, Ltd. 

Becamendation: "Ihat the COBitdssion appro«« ge above- 
rule anendrents pursuant to Section 5a(12) of the Act. 

Other Divisions and . [ 

■ Offices Owisultedi Division of Bif OToanen^fi ^ 

Office of the Ger>iral Counse 
Office of the Executive D" 




I. Introduction and Badtground 

On NDvenber 2, 19B3, the Chicago Mercantile Exdiange ("QJEr*) 
fjubndtted to the Ccnndssion for its approval, pursuant to Section 5a (12) 
of tlie comodity EKchange Act ("Act") , certain anendnaits to its rules and 
other materials whidi wei« necessary to inpleroent an international clearing 
nechanism, dencodnatcd by CME as a "nutual offset system," with the Singapore 
International Monetary Exchange, Ltd. ("SIMEX")V 

The nutual offset system is a set of rules and operating agreements 
linking two independtent clearing organizations so as to permit clearing 
roaibers of each exchange to establish or liquidate a positim on one exdwnge 



1/ Proposed CME Rule 872 (Definitions) identifies CME and SDffiX as the 
~ Pjurticipating Exciianges for purposes of the mxtual offset system. 
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thrcugh the execuUOT of a trade cn the Other €xch^^ Under the CME's 
proposal, a position created J3y a trade designated as a mutual offset system 
trade executed on SIMEX for a CMS clearing neriber would be txansferred 
through the liadc to CME, after it has cleared as an ordinary trade on SIMEX^ 
Fran that point forward, the CME clearing menber will have a positlcn exclu- 
sively on the CME and will be responsible for that position vdth re^>ect to 
margin, reportingr and other requirEmsnts to the sasne extent as with any 
other trade that is carried on that exdiange* Similarly/ after int^ 
exchange transfer^ the exchange will treat this trade, as if it had in fact 
been initiated direcUy on tho CME in the first instance, CME and SIMEK will 
each assiaie the obligations of its reqsective clearing menbers on a i^t basis 
through this inten-exchange transfer prrx^ess. The CME will have a long or 
short position an SIMEX, and the SZMEX will have an equal <but qpposite) 
short or long position on the OlE. As a result, the two exchangeSr as 
intetnediarJes, will be obligated to each other for the transferred positions 
v^ile their clearing mentoers continue to deal cniy with their respective 
exchange's clearing house« 



2/ Prqposed CMS ftHe 87? defines the '^tual offset system** and 
*'inter<exchaDge transfer** as follcMs: 

A. Mutual offset Systm. 

The procedare of substitution between ^ 
Participating Exchanges wtereby a trade 
executed on one exdiange liquidates or 
establishes a position on another such 
e9cd)ange« 

B» Inter-eMchange Transfer* 

The transfer to one Participating Exchange of 
a position established as a result of a trade 
on another ParticipatiJig ^change. 



Presently, futures contracts listed by the two exdianges and their 
custoiers can be traded during the "nonwil" trading hours of those markets. 
Any person \*ho wishes to trade In those ccnwodiaes after the local market is 
closed itust take positictui in a contract, which wjy contain dif f«wit 
specif icaticns, for sudi caimodiUes, directly on a foreign market. Hie 
propoeed imibual offset systan will offer traders certain advantages that 
would not otherwise be available under the present systcan: (1) positions in 
a given contract nwy be taken cn SUffiX when the CMB is closed that will 
shortly beoa» CMB posiUons, llrdting exposure to the risiui of foreign 
tradijig to the period prior to intei-^^changf^ transfer; (2) trades initiated 
on the CMS can be offset when the CMB is not open by a trade thrcu^ the 
link, therdtjy reC'jcing the nuiber of transaction diarges incuxred when 
carrying positions ovemigjit by eliminating the need to offset transactions 
on both the foreign and dcnestic market; and (3) the traders do not incur the 
additicnai price risk of being long and short in dif f«ent contracts on 
different markets. Of course, the existence of the nutual offset system does 
not preclude a CUE customer from taking a direct position on the SIM^ 
without going through the link and vice versa. 

Uie system will be available only for the trading of designated 
futures contracts, tte terms and conditions of tAid> must be identical in all 
respects (except for trading hours)^' At tJie outset, vpon Connission 



3/ r(?i:ignateo futuitis contrnnts atxxiptablti for offstst aixt govRmtxJ by 
~ Artitrlf 111 o« 5Jh-» MutuaJ <)f::H>l Agniwnt ("MOP Ag/Vtaient.") Section 
l.r» of tlv MDK AyriHiifcait ilrfitM':: ilfsignatitl Tulores conUac± as "a 
fuluren cimtJracl or «-i|M.ic« fomrat i , tlxi tcnre« anci oondili«*»5; of vAiich 
are identical in all rv'i^iects oi» lx>tli i:xchangu», wliich is traded on both 
fcicchiingcs and willed l»as Ijevn t|psign.3tt!tl by the Exchanges. ..." 
Schedule A to that ogreemoit lists gold, mee-month airodollar. Yen and 



(Footnote Continued) 
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approval, the CMB Intends to inplenent the nwtual offset systen vdth respoct 
to Three-iionth Barodollar, Japanese Yen and Deutsche Mark futures oontractsr'^ 
-niereafter, designated futures contracts may be added by written agxeenent of 
the Exchanges subject to prior approval by the Caimission as required by 
Section :a(12) of the Act and 1.41(b) of the Ccmnissix^i's regulation&r 

The review of this proposal involved a lengthy ongoing dialogue with 
the OE- The CMS's initial snhndssion dated Hovcntier 2, 1983 was rendtted by 
the Division of Trading and Markets and the Divisicn of Bccnonic Analysis 
(the "Divisions") as materially incaiplete on January 16, 1984 • By letter 
dated February 27, J 984, the CMB responded to certain questions that had been 
posed by the Divisions in the January 16 remittal letter and^ at the same 
timer refiled its svtadssicn with the Connissicn. The Divisions, noting that 
the 01E had responded only partially to the Divisions' inquiries, rendtted 
the second CME sidamission on March 1, 1984^ CME thereupon provided addi- 
tional informaticm in a letter dated March 12, 1984^ but CME^s sutmissirai was 



(Pcxjtnote Continued) 

Deutsche Mar)c futxires as contracts which are initially to be traded* 
However, prcposed CME Rule 87] which identifies contracts vrtiich may be 
cleared by imitual offset has not yet been amended to include gold 
although CME has submitted prcposed amendknents to its gold contract 
under Secticn 5a (12) of the Act* 

In a letter dated June 28, 1984, the Division of Trading and Markets 
. rCTiincJed CME that Section 4c of the Act and the Comdssion's regulations 
thereunder prohibit, with exceptions not relevant to the present sufcmis- 
sion, the offer and sale in the itoited States of any caimDdity option 
except where that option is traded on a oontract itortet located within 
the United States. In a letter dated July 18, 1984, CMB acknowledged 
that prciubitiai, but stated that Section 1.5 was drafted to permit 
option trading when, and if, such trading is permitted under the Act. 

4/ Proposed CME Rule 871 (May 18, 1984 submission) « 

5/ MDS Agreenent S3-2. CME has acknowledged the requirement of prior 
Oanmission approval February 27, 1984 submission, p.27« 
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still iiKxnplete as the ogreenent establishing the inter-exchange arrangarent 
had not yet been filed. 

in an exchange of letters dated April 4, 1984, the Divisions advised 
the cm, and the CMS agrond^ that the Oomdssion wc«ld publish the (MB 
proposal bat that should the inter-exchange agrearent not be filed witJi the 
Comdssion cn or before May 15, 1984, the IBO-day reviev/ period specified in 
section 5a(l2) of the Act would be tolled pending the filing of an executed 
agreenent. Ihe Divisions* April 4 letter also set forth a naiber of addi- 
tional inquiries relating ro the CME filings as weU as to infonnation that 
had earlier been provided by SUffiX- In its April 4 letter the CUE specified 
that it would waive its various petitions for confidential treatnent with 
respect to its subfidssions to the extent necessary to allorf the publication 
in the Federal Register of a sunnary. Ihe conndssicn thereificn published a 
notice and suwnary of the proposed rxile dianges in the f^ral togister. 49 
Fed. Beg. 16827 (April 20, 1984). The oortitent period, v*\ich was originally 
scheduled to expire on May 21, 1984, was subsequently extended vpcxt request 
of i\ pot^tial cortrcritcr pending tlie later of the resolution of all <>E 
petitions for confidential treat^nent or subndssion of the nxcicated inter- 
exchange agreerents. The CMS waived all petitions for confidential treatment 
and sitodttcd copies of the executed agrecsnents on June 28, 19B4. As a 
result, the oortwent period expired on July 30 p 1984, 49 Fed. Peg* 217B5 
(May 23, 1984); 49 Fed. Beg. 27600 (July 5, 1984). Six oomtents were 
received whidi are discussed more fully below. 

CMB sutaiitted additicnal infoxmaticn on May 18, 1984 in re^xanse to 
the Divisions* inquiries and^ as stated above, on June 28, 1984, filed copies 
of the executed intern-exchange agrecsnents. Those agrecnerits, which are 
dest-Tibed in detail in this nEworandum, are cmtitlcd iTspectivcly "Agrecfnent" 
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and -AgreeTOnt for the CteaUon of a Mutual Offset Systan Between the Chicago 
Mercantile Exchange and the Singapore International Monetary Exchange Limited 
Dated As Of June 28, 1984* (hereinafter referred to as the •«» Agree«ienf) . 
me Division of Trading and Markets requested additional information relating 
principally to those agrecrents by letter dated June 28, 1984, and CME 
responded by letter dated July IB, 1984. By letter dated June 20, 1984, the 
ODS separately requested that the Division of Trading and Markets provide 
interpretive advice relating to the expected treatment of easterner funds vjere 
a mutual offset system to be approved by the Ctmmissicn* Utie Division's 
August 9, 1984 respmse is described in Section V-40 of this MaiDranAn* 
Finally, in response to oral requests for ciarificaticn of certain matters 
relating to the exchange of inforrration, nwtual offset system participation, 
and the survival of certain restrictive provisions in the event of temina- 
tion of the MDS Agreernent, the CME provided additional information and made 
certain ocnndtmGnts by letters dated August 3 and August 14, 1984, and n»ude 
further arguments in support of the Agreemmt's restrictive provisions by 
letter dated August 9, 1984, 

II. surmary and Itoximie n daticns 

Ttie Division of Itading and Markets and the Division of Economic 
Analysis have carefully considered the proposed OMB rules and rule anend- 
ments. As part of this reviw, the Divisions oonsidered the prcposed rules 
and rule amendbnents, all of ac*s sudbmissions and corre^pondenoe, the MDS 
Agreerrent and the Agreement, SIMBC rules, the stdtmlssions of SIMEX and the 
Monetary Authority of Singapore (''^yvs'') , cables and telexes beth^een the 



Conmission ajxJ the iMASr and coinciits rcceivea by the Ccnndssion in respunt» 
to its April 20, 1984 Federal Itegister notice. In this regard^ the Conrais- 
sion received coiments on behalf of a bank^ three futures ooiinlssioo jibt- 
chants, the Comodity Exchange, Inc, rComex") and the New York Mercantile 
Dcchange ("NVMEX"). These oomnents, with the exceptic»i of those from NVMEX, 
were generally siqpportive of CMB's proposed link with SIMDC. Ihey are sum- 
marized in Section XITI of this menorandun and in the dlsciussions of relevant 
substiantive issues. In rocunncnding approval of the proposed CMB rules and 
rule arei¥±nent8, the Divisions have relied on the representations and 
cxronitnents of CME with, respect to its rules and various other submissions. 
In particular, CWE has comnitted to provide the Ctimdssion with copies of any 
material SIMEX rule chwgcs,-^ copies of anencinents or nrxlifications to the 



6/ The submissions fron the Monetary Authority of Singapore rMAS**) and 
SIMEX, include a letter and •'Information Statement" dated October 22, 
1983 from the MAS which describe MAS and the Gold ^change of S5ngfi^re 
(now SIMQC) , a copy of SIMDC rules and an •^Information Statement l^jdate" 
fron SIMDC dated January 27, 1984 which includes a January 25, 1984 
letter f rem the SIMEX clearing house tu its clearing ireittoers and corpo- 
rate non-clearing mefrbers. Also submitted were copies of Singapore 
legislation — ITie Banlcn^tcy Act, The f-5onet2uy Authority of Sing^jore 
Act, and Ihe Banking Act — as well as the Articles of Incorporaticjn of 
SIMEX* In additic^, the Divisions hiWQ reviewed a cable fron the MAS 
dated March 2, 1984 and a telex dated Pobruary 17, 1984 from the Chairman 
of the Comnission to MAS confirming certain matters* Briefly, the HAS 
is an authority established to act as the banker and financial agent of 
the Singapore government and to promote monetary stability and credit 
and exchange conditions conducive to the growth of the econcmy* In that 
regard, among other things, the MAS licenses, regulates and si^iervises 
banks and fij^ance oonpanies and has direct responsibility over most of 
Singapore's financial markets and institutions, including SIMEX* 

7/ F^ruary 27, 1984 submission, p. 4. ""^laterial" SIMEX rules are 

identified in Schedule C of the MOS Agreement and include, but are not 
limited to, rules relating to delivery, nergin and trade practices* 



Agre««nts pursuant to Sections SaU) or 5a(12) of the and SIMEX nartet 

infonnation vhich may be obtained pursuant to the MOS Agreenent with SlMEX.- 
m addition. OE has agreed to endeavor to obtain other infonnation at the 
request of the CormdssionT^^ 

The Division of Trading and Markets and the Division of Boononic 
Analysis have evaluated these materials in light of the requireraits of the 
Act and the Ccnndssion's regulations thereunder and in keeping with the 
standards of Section 5a(12) of the Act and Comission regulation 1.41. As a 
result, the Divisions have concluded that appwal of the proposed rules is 
not contrary to the public intercst^^ and that the proposals are not 
contrary to cm'a statutory responsibilities as a contract nartet. In 
conducting this review, the Divisions have recognized, however, that SIMBC is 
not a contract market, and, therefore, that insofar as the proposed system 
implicates SMX. it caii be «»t appropriately assessed as an t-ltemative to 
trading which would be conducted solely on foreign futures markets were it 
not ijiplatiented through an inter-exchange agreement and the rules of a 
dcncstic cxKttract maurkct.. 

In assessing the novel approach to international trading developed by 
the with'sB^X, the Divisions' review focused on the potenUal effect of 



8/ Offi stated that it would sutifiit those changes under SecUon 5a (12) only 
to the extent that they affected matters over which the Coraia^cn has 
jurisdiction and would suhrdt any other incxJificatioos under Section 
5a(l) . All changes will require approval by the Offi Board of Gowemors. 
May 18, 1984 submiission. p.2. 

9/ fi\i)nuuY 27. 1984 sutodssion, pp.9 6 11. MOS Hgixxmait §512.1, 12.2, 
dnd 12.3. discussed further in Section VII of this wenor^ndun. 

10/ August 23. 19S4 submission. 

11/ Soc 45 Ped. Reg. 34873, 34874 {May 23, 1980). 
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the link on its two prlirary ooncemd: market integrity and costoaer protec- 
tion. In each case, the Divisions believe that the InfomeUcn and ranedics 
that will be available to the Qimiission in si^jpoct of these responsibilities 
will be at least eqaivalent, if not superior, to those i*ich are nos* avail- 
able to the caiwissicn with respect to futures trading on foreign waricets. 

In particular, the Division of Bcxnordc Analysis has concluded that at 
least with respect to the contracts initially being oonsiderod by the Cartrds- 
sion, the eKistcnce of a nutual offset ^stata of the t^^pe proposed by the Q1B 
does not x^duce the effectiveness of the nwirket surveillance program of 
either the OC or the Conroission. Ihe Division also beUeves that, given the 
nature of the oamDdities that will be traded initially, there is Httle 
likelihood of significant market probleins resulting fran the link. The 
Division of Trading and Maricets has similarly cxancludcd that to the extent 
that the piotectic«s available to users of the imitual offset systen prior to 
inter-exchange transfer do not equal those afforded to pa3rticipants in 
dotestic narkets, the special disclosures required to be provided to and 
specifically acknowledged by pro^)ectivc users of the ntitual offset system 
uncler CME ztdes are sufficient to notify custoners of these differences and 
to infom them of the eactent of their risk during this period* Ohis risk is 
lijnited, however r because after inter-exchange transfer, contracts originated 
through the inutual offset ^stun are essentially indistinguishable frcm 
contracts executed directly on the CME and thereafter arfe treated as equiva- 
lent in virtiially every respect. Ihus, altJxwgh the risks of execution are 
essentially beyond the Ccxindssion's control, there are substantial other 
protections which would not be available to custoners on foreign nurtets in 
the absence of an inter-ijxdiangij arranycnrni* In this <x3nncction, SIM0C has 
itself adopted rules that in several particulars parallel the protections 
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found on dcmBstic exdwmgest for exanple, SIMBC is requiring its morfcers to 
meet stringent capital requixwents, i» providing for the segregation of 
custcmer funds, and has stated that it is planning a rigorous surveillance 
program on its cwn» 

As the CCnmission is aware, marqr cantodities that are the subject of 
donestic futures trading <such as gold, foreign currencies, coffee, and 
sugar) also are actively traded cn one or nore of the two dozen foreign 
martets over which the Cdnnission has nc regulatory jurisdiction. Uie 
^TOstic exchanges whicA are designated as contract markets for these 
camcdities generally have little rroi ^ than sporadic and infonnal contacts 
with their foreign counterparts. The proposed muitual offset systesn, hwever, 
should facilitate the exchange of otherwise essentially unavailable market 
infornation between the and SIMEX and the provision of this Infoznetion 
to the CoOTidssion. Ihe Oomnission, through understandings rea^iied in oom- 
munications betweei the two agencies, expects to cooperate with the MftS yiien 
appropriate with re^^ect to the exchange of surv'eillance information and the 
coordination of emergency action shc«ld that beocme necessary* Thus, there 
, are mechanisms in place both to iJiprove the custcmer protections ordinarily 
available to dcnestic customers on foreign markets and to alert potential 
customers to what i^ses of these transactions such protections do not 
app^^ain. M^reov^^r, as OiE has a vested interest in avoiding any risk to 
its own financial integrity and a statutory responsibility to enforce its 
rules so as to prevent manipulation of the dcroestic markets, the Divisions 
expect that CMS will carefully monitor the operation of the mutual offset 
system and the execution of trades on SIMEX. 

As noted above, the proposed system has several distinct advantages 
for dcxiestic participants \Aien caipared to direct participation on foreign 
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markets^ which is generally beyond the reach of Ctmnission jurisdlctiort 
al together • NOTetheless, the Ccnmission's re^>onsibili1y and authority with 
respect to the operaticn of a nutual offset systen is necessarily defined by 
the Ccmnodity Exchange Act and is considerably less far readiing than with 
ro^»ct to the dcrestic nartets within its jurisdiction. Itws, once trading 
imder the nutual offset systen ccrraencest the Cowndssion will not have the 
sane degree of day-to^y oversight and oontrol es it hM over dcnestic 
contract nartets. The Ccnroissicn will nonetheless have the substantial 
authority', oonferred by Section 8a (9) of the Act, to terminate ti>e inters 
exchange link or to take such other steps as may be appropriate in the event 
of a market emergency (which may include "any act of a foreign government 
affecting a commodity* - Of equal Importance, the Cdimissicn wUl have 

si±«taritial authority over the x^ich is a designated contract market, 
and over changes in the system through the revia^ process established by 
Sections 5a(l> and 5a(12) of the Act. In this regard, the CORsidssicn should 
recall that approval of the nutual offset system does not divest the 
CJomdssion of its authorjiy to disapprove, alter, or stpplement pertinoit 
adjects of the nwtual offset systsn, pursuant to Sections 5ail2) and 8a f 7) of 
the Act, should events warrant such actitxi at soie later dateP^ 

Based on the foregoing analysis, the Divisions reocmnend thct the 
Qsmdssion aH>rwe the proposed OJE rules and rule an^idnmts detailed below 
under Section 5a(12) of the Act. The Divisions further reocninend that the 
Coftmission advise the CMS that, although the Catmissicn has cai:efully 
reviewed the Agreement and MOS Agreement under Section 5a(12) of the Act and 



12/ See 45 Fed. Reg* 34873 (May 23, 1980), 



Comdssion regulation 1-41, the canttdssion docs not intend affintativcly to 
approve those Agreanentsl^' 

Ihe proposed CME rules and nile ancxxirents: (1) define the scope of 

the rtiles pertaining to the nutual offset system and incorporate other 

14/ 

Exchange rules relating to matters not specifically covered;— (2) designate 
the contracts to be traded under the system;^^ <3) define terms whidi relate 
to the mutual offset system;—' (4) set forth the requirements for clearing 
nEsiber eligihilit^ to participate in the nutual offset system;—' (5) adopt a 



13/ In the Division's initial re^xjnse to the CME rules submissix^, the 
— Divisions of Trading ana Markets and Boonomic Analysis advised the Q© 
that its subnission was being remitted {xirsuant to the authority 
contained in Comdssion regulation 1.41a in light of CME's failure to 
oonform to the requirements of Oomcuission regulation 1*41. 
^)ecifically, Qxanission regulation 1.41, vMch governs such rule 
sul:«nissipns, provides tliat an exchange rule suUidssicn nwst include, 
ancng other items, an e)q>lanation of hew the proposed rules and rule 
changes fit into the exchange's scheme of self-regulation, a description 
of the anticipated effect of the proposal on other rules of the 
exchange, and "any other information which may be beneficial to the 
Ccxtmission in analyzing the proposed rule Is]." Camdssion regulation 
1.41(a) (1) defines •*rule of a contract market" to incltjde •'any 
constitutional provision, article of incorporatiOT, bylaw, rule, 
regulation, resolution, interpretatim, stated policy, or ins trum ent 
corresponding thereto, in whatever form adopted, and any amendment or 
adkiitian thereto or repeal thereof, made or iss»jed by a contract market, 
or by the governing board ttereof or any ocnrnitti^ thereof The 
Divisions therefore advised the OE that -before the Cotitdssion will be 
able to evaluate fully whether the CME proposal is, in fact, oonsistent 
with the Act and the Commission's regulations, , . . Ithe CoRndssicn) 
will need to review carefully the agreement beta^een the OIB and SIMEX to 
satisfy itself that, inter , alia , the provisions of that agreement are 
not contrary to the CMB's responsibilities as a contract market** 
January 16, 1984 letter from the Divisions to Dr. Clayton Yeutter, p. 2. 

14/ Proposed CME Rule 870. 

15/ Proposed CME mle 871, 

16/ Proposed CMS Role 872 , 

17/ Proposed CME 873. 
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special diBclosure state«nt for custcne« with rcsi«c± to nutual offset 

tradirgj^^ (6) adopt rocjuirwents for an ijnter-estchange nencranaum and set 

forth prerequisites for ijiter-exc*ange transferjii' (7) set forth the effects 

of inter-exchange transfer on clearing maAers and the particljating 

exchanges*^' W) describe the ccnsequences of a trade not being transferred 

pursuant to the system after execution on the O®}^^ and (9) restrict the 

tisc of amiboe aocountt^' Awaidients to current rules wnild extend the 

Exdamge's arbitration systan to claijns arising out of the nutml offset 

systen^^ apply the protections of the Clearing House to defaults of a 

participating exdiange (S3MEX)|i'' extend the limitaticn of liabiUty of the 

Exchange to losses resulting f ran the substitution of a participating 

exchange for a clearing n«*erP^ allow nohies to be deposited for nargin on 

pf^sitions ii» the holding accowrt^' and require tiine-sta:.** for nutual offset 

27/ 

system ord^ «pon transmission to the eeecuting clearing wenbernr- 



13/ Prqposed OIB Rule 874. 

19/ Proposed CMB Riles 875, 876. 

20/ Proposed CMB Rile 877. 

•TxJ Proposed CME Rule 878. 

22/ Prcpoeed CMB Rile 879. 

23/ Prcpcaeed anendnents to om. R>lc 413i 

24/ Proposed anendnents to QC Rule 802A.6B. 

25/ Proposed atnenAnents to CME Rile 803. 

26/ Proposed anenctoents to CMB Rile 300. 

27/ P r opos e d ameradmait to CME Rile 931. 
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Based on the review of these proposal s and the other materials nr.ted 
above, the Divisions have reached the following conclusions: 

1. o peration of the Mrtual Offset System , Tne Divisions beUeve that 
the proposed rules and the agreaients establishing a mitual offset system 
between the Ewhanges provide a reasonable and effective ineans for dearijig 

intematicHWil trades. 

2. Financial Protections to the CME . The Division of Trading and 
Markets has concluded that the proposed C«B and SIME3C rules and the agree- 
ments between CUE and SDEX provide substantial financial pocotections to the 
cnE clearing system, and consequently, to users of the system, against 
default, insolvency and other financial risks. These pcotectior^ include the 
net clearing of inter-occhangc positions, the fomula for requiring margin 

f ran SM3C on its inter-exchange position and the calculation and procedure 
for paynent of settlenent variation. Other protections include the SDCX 
Letter of Credit, the line "of credit assuring the liquidity of the settlerent 
account, and SlMBC's c^italization requirements for its noiber firms. 

3. custcmsr Protections . The Division of Trading and Maxicets has 
concluded that the disclosure statanent proposed by Offi adequately warns 
potential customers of the rinks involved in use of the mitual offset system, 
in particular, it disclO!«9 tliat certain phAOca ol sudi transactions arc not 
si4>ject to regulation by the Oomnission or CME and that certain other pro- 
tections might not be available. The Division has also concluded that the 
remedies available to users of dcmestic contract markets, such as Ocninisslm 
r^arations and QC and National Futures Association ["Wh") art>itratia\, 
would, in general, be equally available with respect to mitual offset systan 
trades, except to the cjctent that a dispute involves execution of the cus- 
torer's trade on S2MBC and is not otherwise amenable to such remedies. 
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Finally, the Division believes that the segtegaticn of custonsr funds will 
proTide a substantial custaner protection not currently required with respect 
to foreign futures offered dcmestically. 

4. Delivery , ihe Division of Boonaidc Analysis has concluded that 
the mutual offset system will not create any price risk for the Exchanges as 
a result of cash settleients of the Exchange's cpen positions in Eurodollars/ 
The Division of Eoonaidc Analysis has also concluded that the BKciianges will 
not incur a price ride associated with foreign exchange as a result of 
inter-exchange delivery in the Jepanese Yen and Deutsdhe Mark contracts. 

5. Market Surveillance , The Division of Economic Analysis has 
concluded that although the oomodities selected by the CME and S3>tEX for 
the initiation of their trading link are unlikely to experience significant 
market prcblecis, there is a need for effective cooperative market surveil- 
lance programs by the Dediange* In this regard, the Division believes that 
the cooperative surveillance programs devised b^' CMS and SIMEX, including 
large trader reporting systems, procedures for the prcnpt sharing of data on 
the positions of large traders, and speculative position lindts, will enable 
each exchange to administer effectively its marJcet surveillance responsibil- 
ities, Furthemorer tte Division of Bcoconic Analysis has concluded that it 
will have sufficient access to market data to ensure that its market surveil- 
lance program will not be inpaired. 

6. Trade Practice Surveillance ^ The Division of Trading and Markets 
has concluded that and SIMEDC rules ani programs for trade practice 
surveillance appear to be aiequate to detect possible violations of their 
rules, and that the data available are sufficient to assist in those surveil- 
lance efforts, ■me Divisions of Trading and Markets and rccncmic Analysis 
expect that upon requent both ti\o Ojnnisnlon and the CMB will have access to 
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SIMEX records which might ta germane to an investigation exceeding that which 
cither would have in the absence of an inter-«cchange lihk^ rhe Divisions 
have also concluded that SIMQC's avowed oamdtment to rule enforcenentr 
sitoject to WS overview, and CME's surveillance cbligatirns provide protec- 
tions vA\ich are not currently available to users of foreign markets* In 
addition, the Division of Trading and Markets anticipates aiat business 
considerations will deter OE clearing netbers from ooritinmng to do business 
through a SIMEX clearing norber whidi does not take a responsible approach to 
the proper effectuation of trades pursuant to the nutual offset system. 
Finally, eacn exchange will have the ability to terminate its clearing 
nentoers* authority to trade through the link. Ohis pwer to expel will not 
only provide assurance that the clearing ireibers arc operating in accordance 
with exchange rules, but the use thereof by one exchange will alert the other 
excJiange to potential problenvs, 

7. Eterqcncies, Default, Delisting . The Division of Trading and 
Markets has ocncluded that tte MDS Agreement and explicable Exchange rules 
appear to provide reasonable and adequate nethods for dealing with ^change 
eircrgencies, defaults and possible delisting of contracts. These proposals 
are designed to irdnimize the iitpact of an emergency or delisting of a con- 
tract on an Exd^ange or its clearing mertoers. Further, the default provi- 
sions appear to adeqpaately protect the roi>-defaulting Exchange and to mini- 
m57.o tl« consequences of a default to the non-defaulting Exchnnqc or its 
clearing neuters* Specifically, the default provisions allcw the ncn- 
defaulting Bcchange to apply margin deposits or other assets of the 
defaulting ^change to discharge payment obligations ; permit liquidation of 
positions in the holding account of the defaulting E«change, at a price set 
by the non-defaulting ^cchange; and pezmit the non-defaulting Exchange to 
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suspend operaUon of the imitMal offset system as to all subeeqaent trades. 
Further, the defaulting Exchange nay not recselve funds f toft the settlenent 
acoDont unless it pires its default. These E«visionSr v*ilrf» are generally 
eelf-executing, ensure that a defaulting Exdiange cannot benefit fion its 
dcrsult* 

8. Restrictive CoiTv;enant8 , The Division of Trading and Markets has 
concluded that certain restrictive provisions associated with this proposal 
do not on their face appear to restrict oonpetition so as to require the 
Camdssicn to dlsfiqpprove the proposal. The Division recomends, hcMsver, 
that the OonRdssicf^ expressly reserve judgment conoeming the continuing 
propriety of such conditions so as to retain the roeodjiwm flexibility to 
reexamine any aspect of this novel trading arranganent in li^t of actual 
iierloet conditions and the entrance of new maricet participants. 

9. TfexiTQBation , The Division of Trading and Markets believes that 
the termination provisions appear to cover all possible situations i^re 
temvinatiOT of the link WDuld be necessary or desirable. Further^ these 
provisions allow the natural €)q>iraticn of trading upcxi termination, except 
in tte event of dp.fault where ixmediate suspension of trading necy be 
necessary to protect the non-defaulting exdiange* The option of the non- 
defaulting Exdvange to terminate the operation of the link appears to be a 
viable renedy vdth no additional burdens an the nonrdefaulting E>cdhange as a 
result. 

The Divisions* recormiendation that the Cormdssion approve the prqposed 
CME rules and rule am endm e nts is necessarily based solely upon the na teria ls 
that have been subRdtted to the Comrdssion and not upon experience with 
international linkages of any type. The Divisions therefore believe tinat. 
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notwithstanding approval of the design of the lirk, the CJomiisBion will find 

that it is nipropriate to continue to monitor and to review the operation of 

28/ 

the nutual offset aysteni onoa it becxmes effective^- 
Description of ths Mutual Offset SystCT 

Uhdter the jproposed nwtual offset system, for purposes of the lirtc, the 
t:wo Exrhdaxjcs wouW trade idenUcftl cxmtrmrUi arid esaiHitlnlly would operate 
au if they were clearing iwsrtxjrs of eoch other. Thus, for exanple, a clearing 
iTOTijer of the CMB could, by virtue of that exchange's account with the sn& 
clearing organization, estabUsh or liquidate a position on the CME through 
the execution of a trade cn the SIMEX. (Custcners and Exchange metibers of 
course would still be able to trade contracts directly on their respective 
Exchanges without regard to the mutual offset system; as a result, tradi- 
tional futures trading would continue and shcwld not be adversely affected by 
this additiOTal txading altemati^'e.) Ihis seution sets forth the roeci»nics 
of how the nutual offset syst«n will operate and how and under what condi- 
tions positions will be transferred fran one Exchange to the other. 
A. Access Limited to Authorized Clearing Menfeers 

Access to the nutual offset :^stem would be liinited to those clearing 
inEsibers of each Exchange whid) have been authorized by their respective 
Exchanges to participate in mutual offset system trading (''authorized clear- 
xng nenters )t- 



28/ In this regard, the CME has already ejqpressed its willingness to meet 
with Ctnndssion staff once the mutual offset system goes into effect to 
review the manner in which the system is functioning. 



29/ MOS Agreement SSI. 1 and 4.1. 
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On the CMB, the Clearing House Catmittec is awthorizcd to determine 
the qualifications for participation in the syftim and to sunwarily revoke 
approval if it "has reason to believe the wenber's continued participation in 
the system itey, or has the potential to^ adversely affect the Bccharge at Hjb 

-30/ 

Mutual Offset Systcsn. . ♦ . — 

At least Initially, all SIMEJC clearing nicjrbers have the ri^it to 
participate in the mutual offset systm as part of their nertxjrship and. 
hence, will be so authariaed. Jlowever, the SIMK Clearing House Camdttee 
has the authority to suspend the authorization of a clearing meaber to 
participate if it has reason to believe that the nenber^s continued 
participation may adversely affect the Exchange or the imitual offset 
^ 31/ 

Authorized mentors of the OC will forward trades for execution to 
their partner clearing neirber on the STMEX. Each such authorized clearing 



30/ I'rax>sed CWB Rilc 873* The witliority is the snme as that for approving 
~ cttjplicants for clearing ncntx; ship under existing CME Pule 403, and the 
standards to be applied are those contained in CME Rule 920. 

Information to be reviewed in determining whether to revoke a clearing 
marber's authori^tatlon wcxild include, but not be liniLted to, the firro's 
capitalization, positiais^ types of positions, itoryin policies, tiding 
partner relatioMihips and inter-excihange trading* February 27, 1984 
subtdssion, p«49. 

31/ SIMEX Pules 225 & 1002* Eligibiliti' requirements for clearing 
~ nenbership are set forth in SIMEX Rule 201 and include financiizT 

requirenents, adequate and experienced staff, beneficial cwnership at 
least one share in the Dcchange and cwnership of three seats* 

Each Exciiangc is to maintain a register of its axithorized clearing 
HEHbers as mil as a list of those who are parties to agreenents with 
such authorized clearing natters ( see MOS Agreement §4.5, discussed 
belcM) . M06 Agreement S4»3. Eacii Exchange is also required by S4-4 of 
the MDS Agreetent to gi^-e the other Bcchange notice of any changes in 
the list of authorized clearing menbers, A list of SIMEX clearing 
jnaibers is attaciied. See August 2, 19B4 sut«nission. . 
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mcartoer %nll be required^ before the execution of any trade pursuant to the 

mutual offset ^stem, "to enter into a written agreemKit with aiy authorized 

clearing ncnber of the other Dcchange with which it will participate with 

respect to such trade." Hie agreement between clearing partieis may contain: 

such teiins and conditions as the contracting 
Clearing Menbcrs shall determine fcwt in any 
event shall proviclB^ in swbstancer as 
follGWS: 

(a) Until such tine ari Inter-EKciiange 

Transfer occurs with respect to a trad^ 
executed pursuant to the Mutual Offset 
System, eac^ Clearing Menber shall 
remain liable to the other Clearing 
Menber with respect to sucii trade in the 
sane manner and to the same extent as if 
the Executing Clearing Menber had 
executed such trade for a custcroer 
outside of the Mutual Offset System; and 

ft)) Upon the occurrence of Inter^Bcchange 
Transfer with respect to ary trade 
executed pursuant to the Mutual Offset 
System, each Clearing Maiber shall have 
no furthei liability (other than with 
respect to the payment of ccmtasslcns or 
fees agreed to by such Clearing fienfcers) 
to, or relationship with, the other 
Clearing Msnber with respect to the 
positici» created by such trade, and 
thereafter the Originating Clearing 
Menber shall look caily to the Origi- 
nation Exchange with reqpect to the 
position creatc<l by su* trade? not- 
withstanding tlx? foregoing, the 
Rcecuting Clearing Merber shall continue 
to be fully liable to the Originating 
Clearing Menber with reject to the 
execution of sud% trade including fraud 
or the breach of any cbligation or duty 
ordinarily borne by the party executing 
a coiDnodity fatures contract tirade on 
the £>:chaDges, and for any unmatched 
trades.^ 



32/ MDS Agreenent §4.5. 
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.l«se provisions are intended to clarify the clearing partners* responsibili- 
ties to each other, prior to, during and after the inter-exchange clearing 
process. In other words, the clearing partners expressly agree to the scope 
of each's responsibUity for a liriked trade in a manner consistent with QE 
Role 877. Ihe clearing authorization process and the clearing partner 
agraeoerts are intended as additional controls over the link. 

Not only may the exchange of which it is a inentoer revoke clearing 
authorisation, but also the CMB has indicated that nothing precludes CMB or a 
OE clearing imatber fron requesting that SIMQC suspend or revoke a clearing 
noiber' s authorization. Furthemore, a CMB clearing menber can unilateraUy 

refuse to deal vdth a SIMEX clearing ineitoer vdth respect to mutual offset 

33/ 

trades should it have any reservations about its trading partner.- Like- 
wise, a SIMEX clearing nenber could unilateraUy refuse to deal with a 
clearing iwnber. iliis could alart the Camdssion or the OlE to a need for 
further investigation of that noiber. In this connecticn, CMB has undertaken 
to notify SIMEX of any facts which in the judgment of CosmLssion staff bear 
materially vpxi the financial condition or business reputation of a SIMEX 
34/ 

clearing nenDerr— 

B. Operation of the Mutual Offset System 

1. TTanaidcsior for a<ecutior. and Execution of Trofes 
The nitual otxset syaton has been designed to penidt clearing nenlsers 
to establi* or liquidate a position on one Exchange throuc^ the execution of 
a trade on the other Exc4»nge and subsequent inter-exdiange transfer. A 



33/ July 18, 1984 sufcmission, p.5. 
34/ August 3, 1984 sutndssicn, p.3. 
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clearinj meaber initiates use of the Butoal offset systan by tranaoitting an 
oraer toe execution to its trading partner (the "cxecMting clearing iK«toer-) 
on the other participating exchang^' The ejcecuting clearing menber, having 
received the order frm its trading partner, will tranadt and seek to 
execute the o«ter on the floor of its exchange, that is the execution 
exchange. Once the trade is executed, the executing clearing menber wUl 
conf inn the trade to the originating clearing matter. 

In this connection, eadi clearing menber oust si±ndt a trade confinna- 
tion card to its own exchange. These cards will require the following 
inftaroationj (D an indicaticn that the trade was made pursuant to the 
nutual offset e/stan» (2) identification of the executico exchange; (3) 
identification of the executing clearing irenberj (4) identification of the 
origination exchange; (5) identification of the originating clearing maiber; 
(6) identification of the designated futures contract being traded, including 



35/ Proposed CMB Pule 872 defines originating and executing clearing nenbers 
as follows: 

D. Originatix>g Clearing Menber. 

A clearing menber of a Participating 
Exchange that initiates an order for 
ececution pursuant to the Mutual Offset 
System. 

E. &cecuting Clearing Menber. 

A clearing meaber of a Participating 
Exchange tJiat acc^ts and is responsible 
for exBCTiting an onier received from an 
Originating Clearing Menber pirsuant to 
the Motual Offset Sysben. 

See alsoMOS ftgroerent SS1.6 and 1.16. The MOS i^grecmEnt defines 
«I^53ticn ejKiiange and execution exdiange at SSI .17 and 1.7, 
respectively. 



delivery ncnthj (7) ncnber of contracts, (8) price; (9) indicaticn of whether 
the trade was a buy or a sell? and (10) date of executioi^^ Bie CMS and 
SlMQC will eaa% ocjnf irm the information on the trade confirmation cards 
submitted to it, that the Infoonation has been sdEndtted by an authorized 
clearing n«iber, and that the trade is for a contract covered by the 

2. Clearing on the Etecution Exchange 

Once the trade oonf irnaticn cards have be«i processed ty the 
eitchanges, the trade will be cleared en the execution exchange in the sane 
manner as all other trades executed oti that exc3iange»-' SJMBC is reqaired by 
the M06 ftgreaient to establish and maintain a clearing system whidi is 
Cdtparable to that of the CMBr^^ to ijiter-exdiange trade will not be 



36/ W)S Agreeiwnt §5.2. Proposed CMB Rule 87S requires that all trades 

— originated or executed sii>ject to the irotual offset systan be protnpUy 
reported to the Clearing House on a form provided by the Clearing House, 
lhat form is intended to contain the same information as required by 
S5.2 of the MOS Agreeinait. See February 27^ 1984 subudssicn, p.6. 

37/ Nwenber 2, 1983 subtdssionr Appendix B» 

38/ rme CMB Clearing House has two clearing cycles for its local clearing: 

— the first and second reccnciliations. Ihe first reoonciliaticn, or 

match cycle, is run at 3:15 p.m. (Chicago tijne). By 4:30 p*ra., a report 
is generated identifying outtrades. At 7:30 p.m., all outtrade 
corrections fron tlie first cycle and any new trade ihfornaticn is 
submitted to the second reconciliaticfi. A second outtrade run is 
available at approocimately 11:00 p.m. However* any outtrades noted cn 
that second run are not reconciled until the next day's opening. 

Matched trades are accounted and marked to the market betwera 10:30 p.m. 
and afproociimtoly 3 :00 a.m. (Chicago time) . Margiii requirenwts are 
ccnputed and profit/loss recaps are sent to menber firne* banks so that 
original and variation margin payments are received by 8:00 a.m. 
(Oucago tine) on the foUcwing day. 

39/ Section 5.1 of the MOS Agreonent provides: 



(Footnote Continued) 
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transferred unless it has cleared "in the ardiwry ooirse^' on the execution 

exchange during local clearing ri« Trades executed for inter-cxchange 

transfer that do not clear locally on the execution cDcchange on the day of 

execution will be transferred bet^^een the exdianges -as of the day that the 

trade is cleared cn the execution exchange, provided all conditions for 

41/ 

inter*exchange transfer have been net-r- 
3. Inter-Exchange Transfer 

Following local clearing each Exchange nust provide an inter-eocchange 
sne»nrandiiii ro the "Inter-Dcbhange Wministrator-^^ for inter-oediange 



(Footnote Continued) 



General. SIMEX shall establish and maintain 
a clearing system similar to that presently 
contaiplabed by SIMEX, which clearing system, 
at a nviniETwro, shall mark to the market the 
prices of Designated Futures Contracts on a 
daily basis# p^ scttlenent variation to, and 
collect settlement variation fron, SIMEX 
Clearing Menbers cn a daily basis, verify and 
post matched trades, hold the margin deposits 
of SIMEX Clearing Menfcers, determine and 
record eadti SIMBC Clearing iterber's gross 
cjpen positions, determine and record margin 
requirements, effect deliveries, determine 
and report daily price fluctuations, total 
<^3en interest and trading volume for each 
contract traded pursuant to the Mutual Offset 
Syst^ for each trading session, and ensure 
the timely and orderly flew of funds in 
settlonsnt of its Clearing ftettoers* trading 
profits and losses. SIMEX shall be required 
to corply with the provisions of this Section • 
5.1 only so long as the CME shall maintain 
ccnparable mininajm r-tantlacda. 

40/ Proposed CMB Rule 876. See also n.38. 

41/ May 18, 1984 submission, pp* 12-13. 

42/ Section 1*9 of the MOS /^reement defines the -Inter-Exchange 
~ Administrator* as the entity that a4ninisters operation of the 
inter-^3xchange Hatching process as provided in Article VI of that 



(Footnote Continued) 
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transfer, ite intet^-exc^^^ 

r«|uired on the trade oonfirination card, plus, in ^ 
exchange, an indication of Whether the tnide 

e«a,ange«^ Intcr-Exd»nge Administrator wiU corpare the i^ 
the inter.-exchange n«K^ submitted by the r^ 

with respect to ead. transactic«, ^ther the cr^ 

e«3«nge transfer ha«. been satisfied and shall noti^ «bh Bcchange of the 
44/ 

deteminatioDr— 

Proposed CMB iwle 876 provides that inter-exchange transfer will occur 
When the following conditions are satisfied: (1> the trade has cleared in 
the ordinary course on the execution Exchange, (2) an intern-exchange transfer 
„B««andu«. has been duly deUvered to the Clearing House, and (3) the 
Clearing House has received ccnfixination of the inter-exchan^ 
f .on the oth^/ articipating ExcW^' In addit^, Sectiai 6.4 of the MDS 
^.greatent provi that "lilf the contracts in a particular netdhing cyde 
natch in all resfects except quantity, (transfer) will occur with resE«ct to 



(FtoUK)tJB Continued) 

Agreenent. Section 6.2 of the MOS Agreenent provides that CME shall be 
the initial Intcr-Bodwnge Administrator. 

43/ MOS Agreenent S5.3. 
44/ MOS Agreement $6.1. 

4-^/ section 6.4 of the MDS Agreement sijidlarly provides 
- SSSr ^^focc^ autStically when tt« f oll^^ 

53wat the need for further acUon by either Exchanges W 
SadT^lates to a designated futures contract; (2)that the 
SSef loSly on the iecution exchange 'espectto^ tarade, 
^^t STlXter-Exchange Ad«dnistrator J^^J*^^,^^ 
<-liarina nentoer is an authorized clearing xnaiber of its respeccxve 
S*SS?-^S^4rthat the Inter-Exchange Adndnistrator »«s 

tSda dataWained in the inter-Exch^ Menorandum sdmtted 
by each ExcSumge with respect to such trade inat«Sie8. 
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the lesser quantity Batched.- or^ that i^grea«nt, an origimUon exd)a^ 
has the discretion, but is nc^ bc^, to acceirt: a 

in the event that either the executing or the originatU^ clearihg ir«ber was 
not an authorized clearing n«i^, provrided that aU of the othe^ 
for transfer have been satisfiedS^^ (m has represented that t: =s provision 
is intended to cover unusual cases, for instance, «here a "clearing itenber as 
a result of cndssion or other clerical error is not properly listed" as an 
authorized clearing n«ber, and is not intended to circu^^«nt the gen^ 

roquirenents that c«ly authorized clearly n«*ers may participate in the 
„Krtual offset system}!/ Nonetheless, the Division believes the use of this 
exception should be ntnitored as part of aiy review of the link to dat«^ 



46/ Section 6.5 of the MOS Agreenent provides: 

Discretronarv Acceptance of Trades Wot In volvim ;^utho^i^ed Clearing 
Sl^fil^^tSrSent that all of t he conditions of Section b.4 hei«>f 

StSfiS^th respect to ^ .^J^jTl^^^,^^^"" 
exceot that the Clearing Menber that originated the transaction is not 
^^t^^i^^^^yi^ c. the origination acd«nge ortte 
SeSl^^lenber that ^ted the transaction an ftu^ized 

Clearing Meober of the Eitecution Exchange, or both, then the 
SSSJS^Adrtdnistrator shall give prorpt notice of such factto 
SrSrSSaSon Exchange. "Ite Origination Bcdiange shall beent^^^ 
^^iS h»Jtual Of fset Systan transactionregar^ 
Cl^ng Menbers are Authorized Clearing rtattoers. sud» aooqjtonoe is 
prSStod to the inter-Erchange Administrator in writing, or^^ 
S^Soeptable to the Inter-Exctenge Adninistrator, prior to ti» 
SeSo^S^the notching cycle next following such notice to the 

SSiSSSn Exchange, and if all o^ ^S^SLSafSSt k 
renato satisfied vdth respect ^ the appUcable ttitual ^ffe^^^fj* 
JS^cSon, Inter-Exch^Transfer with respect to s^^L^^"^ 
shall occur at the coipletion of snch inter-Exdiange notching 
^Origination Exchange shall not b^ bound to accept airy ^^^TT. 

SJ^.^rSeptance of su* » ^^^^f^^iX^,^^^^ 
Ex<iange as aforesaid, once made, shaU be fijv>l and conclusive. 



47/ Aogust 3, 1984 sufcmissicn, p.2, item 2. 
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s««or «U -.l«taln satficlent record, to pe-dt «^ 

^...er^.^ «iU « proceed .t lea* 

a4-h»r period that toth .^.-^ ~e <^ f» tx^ -^Jr 

c^^ or r.o»cm«K» b. «Sni-ve4 at U.OO .O^ca^ ^' '""^ 
,^t.«ca,p>etl». Of local dearie ««• 
«:c^ c,cl.«iai be o-Pl-t.->=y ».«»••"• «Woa^tJ»>-.l<*«lU<«»- 
„ tha end of local cuarta, in StagajC, ••OM.OO SIMB 

^/ ^tr»«cti=»s«hid.ared«ena«dto>«»esaU-«l-t>» 
^tia» f« inter--*-* tr»»fer vtU te transferred to the «l*-tto 
a^.«,»tlc.Uy after c«pleti» Of the 

resp**!.,, tr»»«*la« -hid, «re d^ « P-''*" ^ 

.1» te tr»«itted. tt«t*edtrade.re«i»i.,9.t«-oc.,l.tlo»of.<^ 

^h.:«t*edd^.s*«<f-tcy=l^' I«er^^ ««r,^ 

«U1 be »»U->le at 11.00 p.». (Chicago tta.) and ..00 a.«. tCMcgo ti-a) 

aa th» clearing <»oles of the re^ectlve local «»*>rgee are «npK*ed. 

Oottrad^i vm l» .Oeared on the r«t inte««»»n9e r,=cc«:il^ 

neceaeary i»f<«ti«. i. «i»l«e^' «nttl the -ttrade. are resolved 



-8/ August 14, 1984 svfcmission. 

49/ MOS Agreenent S6.3. 

50/ (fcwcntoer 2, 1983 atodssian, Appendix B, pp. 3-4. 

51/ HDS SgreemBnt 56. *• 

52/ MOS Agxeonent S6.3| May 1984 si±nd8sioo, p.l3. 

53/ Novenber 2, 19B3 atoission, Appendix B, pp. 3-4. 
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and transfenaa, they wUl mnain local trades and the f uU responsibility of 
the exeaiting clearing nerberli'' Trades which are «>t transferred under the 
mrtMal offset systan will renain In the exeojting broker's account and will 
be treated as outtrades b/ the originating clearing menber. Bie originating 
clearing neiber will be responsible to the custcmer in the sane manner as for 
any other outtrade for trades that, do not transf«f. 

C. Positioos Created as a Sestilt of mtar- Etehanoe Transfer 
inter-exdange transfer woold work as foUcwss If a OB «?leariiig 
nerfaer has ejeecuted a long position on the SIMEJC throjgh a S3MEJC clearing 
Rsiter, the CMB will take over the SiMEX's menber's rcsponsibililgr for that 
long position, and it will be held in CME's "holding accamf at SIMEJt as a 
CMS posltio.^^ in effect extinguishing the SMC clearing menber's long 
position. The CMB clearing itsiber, subsequent to transfer, will have a long 
position on the CME guaranteed by the CMS clearing organizaticn, and the OS 
wiU have a cxsrresponding long position on the SDffiX. As part of this same 
transfer transaction, in order to balance the positions of the exchanges to 
each other, an equal and opposite short position will be created for the 
S3ME3C on the CMB which corresponds to SlMBC's fomier clearing obligation to 
its long clearing inenber which has now been replaced by the CMB. The SIMEJt 
short opposite the SIMEX clearing menfcer whi<^i executed the long for its CMB 
clearing partner will retain a short position on the SIMEX as if no transfer 



54/ MOS AgreeBient S6.6; Proposed CME Bale 878. 

55/ Section 1.8 of the MOS Agreement defines the "holding aooount" of an 
— Exchange as the "account naintained for the purpose of reocacding the 
positions of such Exchange on the books of the other Exchange resulting 
fron InterHDedange Transfer pursuant to the Mutual Offset Systan. 
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hadoocurred. po8iU«« of tte cxa«nges with respect to 
a result of the of f settling boddceeping e«try «hich is part of the txansf er 
process, will always balance. exchange holding aocamt, ho«ver, wUl be 
„«ix.tained on a net basis so that if subsequent OIB trades ate short they 
will reaoce the OB»s original long position. This process is fuUy described 
in proposed OE Rule 877. As a result of the foregolftg substitutions, the 
two EKd»nges will be *ligatod to each o^J»r for the transferred long 
posiUon. in oa^ison, the S3«BC short clearing n«*er a«i the CMB ^ 
clearing nenber r«nain financially dbligated only to their a«n clearing 
house, thus liiniting their exposure. lxx:al clearing continues to be cn a 
gross basi^^ n» contrast, the dbli.jations of the Exchanges to each other 
will be based on the net positions in their respecUve holding accounts. The 
netting of transferred positions is intended to reduce, but nonetheless 
accurately reflect, inter-exchange exposure. 

Ft>r example, aseu-re a custanur of a clearing r«*er of the C«B (CP #1) 
wishes to buy 5000 Sept«ber Japanese Yen contracts. CP #llias no existing 
positions in its account. Ihe C«E market is closed." CP il will transRdt an 
order to biy 5000 Septaiber Yen contracts at the market to its tradiiK, 
partner cn SIMEX {SP SP #1 receives the order and transmits it to the 
SIMEX trading floor. Ihe order is executed, with SP #2 taking the opposite 
side of the transaction. SP fl will confirm the trade to CP II. CP #1 and 
SP #1 will notify their respective clearing houses, on an inter-exchange 
transfer mBB^randum, of the details of the transaction. -Che trade will be 
cleared locally by SIMEX and then subnitted for confirmation between tte CHE 



56/ MOS Agreement Article VII. 
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and S3MEX and sitoseqoent inter-exchan^ If the conditions of 

ii*er-€)«hange transfer are saUsfied, CME will be siibstitated for SP tl on 
the books of sasx (i-e. > the CME holding aoocunt wiU now be long 5000 
contracts on SMX). CF #1 will be long 5000 Yen oohtracts on the bo6te of 
theOlB. bod*eeping entry SI»CX will be short 5000 contracts on the GMB, 
representing its ^ligation to the long. SF #2 will be short 5000 contracts 
on SMX to the sane inanner and to the same extent as with any other trade. 
SF #1, which acted as the trading partner for CP #1 on SIMEX, no longer has 
any position since its obligations were transferred to and assatied by QH^^ 
If a CMB clearing nwtber were then to transmit an order to sell 2000 
Septenfaer Yen contracts which was executed and transferred in the same 
mmncr, QB's net poeiUon in its holding account at SIMEX would then be 
reduced fro. 5000 to 3000 long55/ As positions are posted to each e«*ange's 
holding account at the other exchange, it will be possible to reconstruct the 
derivaacn of inter-exchange positions through review of the booWteeping 
entries. 

D. Conclosion 

The Divisiois of Trading and Markets and Econonic Analysis beUeve 
that the proposed roles, contract provisions and other aaterials estabU* a 
reascnable and effective clearing nechaniatn. The proposed rules and contract 



57/ the clearing process can also be illustrated by tradetog tooWceeping 
- SS^S^n^ffi^ SIMEX for the original trade, and afte^ 

Six* an illustration can be found in the Novoiber 2, 1983 submission, in 

ffprndax A, pp. 4-5, following a similar exanple. 

58/ section 1.15 of the MOS Agrectfeni provi^tes that the net 
~~ EJcdhange with re^aect bo a particular delivery ncnth for any designated 
futures contract is to be determined by netting the short and long 
positions for that contract in the holding account of that Exdiange. 
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provisicns provide a stfip-by-step process by whidi marbers of either Exchange 
can trade for longer hours through a foreign roartet and establish or 
Uquidate positions on their own Exchange* Uie E>a4ianges have adequate 
control over access to the systaa.. the conditions for inter-ejcdiange transfer 
appear to be reasond^le and necessary, the posting and rsrcval of positions 
frcm lnter-e)«:hange holding accounts can be adequately tracked, the 
Inter-ewAange exposure and the potential for possible disruptions of the 
system resulting with respect to any particular transactixan afspear to have 
been anticipated and mlnindzed* 



IV, Financial Protections to the QIE 
A. Margin Reguircgents 

1. Margin Obligations of the Exchanges 
Tte Exchanges will pay both maintenance irargin— and settlement 
variation, as uarked to narket daily, as described below cn the net c^jen 
positions in their re^^jective holding accounts. For this purpose, nargin 
accounts are to be estatoUshed by each Hxciiange to hold the nargin deposits 
rode by the other Exchaivjcsf^' Each Exrhai>gc is to mate paynenta of 



59/ As used bv the CMB bod in the W3S A^jreement, the term -jnaint«anoe 
~* nargin-^ refers to the nargin that SIMEX iwst deposit with the 0MB 
Clearing House and that the C2^ most deposit with the SMEX Clearing 
Houses Ohe CMB's nargin rcquixeinea:)ts have traditionally been subdivided 
into two categories: "initial nargin" and "naintoiance gargin," 
Initial nargin is the ancont a firm mist collect frcca its custaner for 
new trades; naintenance nargin is the amcwnt v*ddi mist be depoeited 
with the a^E's Clearing KcMse. Because tiie l^cchanges will be depositing 
nargin with the Clearing House of the other Exchange^ the term 
naintenance nargin is used. February 27, 1984 sufcmission, p.l9* 

60/ vos Agrocnant Itius, t>io nargin acxxaunt established by the cm: 

— ("CME Margin toxaunt") will be tor U« purpoae of holding rourqln 

deposited by SIMEX and vloe versa , OE Rile 300 has been proposed to be 



(Fcx>tnote Continued) 



- 32 - 



setUenent and naintewMinargin no later <«>Uficting 
Exchange local ttoe) on the trading day after iirter-excihange transfer with 
respect to tie position giving rise to the iiargi«ciai^c«^^ All 
settloent variation li^, daily pays and collects) nust be in cash. 
Maintenanoe itergin can be delivery of eecariUes, or a letter of credit in 
j^^iate Sam. P^rs are «be nede in iirnediately avaiWble funds or 
unconditional, irrevocable written obligations of the remitting bahte, in the 
case of cashl^' Where itargin is paid b/ securities or letter of credit it 
Bust be wade by the actual delivery of securities directly to the baric or 
trust cw|)any inaintaining the iwrgin account, or ty deposit of the letter of 
credit with the collecting EScchangeS^^ The Exchange vhich cstabUshed a 
iiBrgin account nay only directly withdraw funds f ran the account if it 

presents the bank or trust oanpany with a signed statanent of the Exdwige 
that the other Exchange is in defaultr^' 



(Footnc'oe Continued) 

ancnded to provide that the Clearing House Account ^^J^"^^ 
deposits fron other participating exchanges under the jwitMal offset 
system for margin and settlarent adjustments. 

61/ MDS Agreement 9,4. 

62/ JOS ;»green«it SS8.3, 9.4. The Exchange which e^tabli^ 
— account will have the unconditional and irrevoc^le right to use the 
Becurities to satisfy the paynent obligations of the depositing 
ifS depositing ExJhange is in default, ra^ letter of credit gust be 
aoceptab^to t'le other Ex<*ange, and the receiving Exchange way daiand 
that it confer an unocnditicnal and irrevocable ri^t to dra* vpM it 
following a gtatowait to the issuing bank that the depositing Exdiange 
is in default. dUly 18, 1984 suixnission, pp* 5-6* 

63/ MDS AgrcaiBnt 58.3. 

•~ insolvent iitnediately after receipt of the funds. Id. f^n^<»» deposit 

in the nazgin account Bay be invested, at the direction of Oje 

dopositing Enchange, only in U.S.-backed securities or U.S. Gowernnent 
obligations. H06 Agreonent S8.5. 
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SIMEX will be obligated to deposit and naintain maijitenance margins of 

one to three times the nonoal p® "naihtenanoe inargin* depending on the size 

and oonoentration of the net position in its holding acocxmt^^ The CMB, on 

the other hand, will be obligated to smx only for the ncnmal maintenance 

n%urgin» Ihese !nargin requirements %dLll operate to protect each Ebodiange 

against nonperformance by the other and provide the funds necessary for an 

Bscchange to neet its obligations to its clearing menbers. The level of 

margin on which BccAiange obligations will be based is the maintenance margin 

applicable to eadi designated futures contract as is in effect fron time to 

time on the od^^ At present, om applies hic^ delivery month margins on 

the Japanese Yen and Deuts<^ MarX contracts* There are no hi^^^ delivery 

67/ 

month margin requirements on the three-month Eurodollar oontract-r- Any 
increases in the maintenance margin requirements on the CMB nust be met by 
additional margin deposits no later than 8:00 a.m. local time of the 
oollecting E^o^hange on the day after the increased requir«nent is 
announcedr^^ 

SIMEX must establish and mainuin a matual of f set settlement acoount 
with a domestic bank, in addition to the margin accounts described above, for 
the purpose of receiving and disbursing amounts payable by, or toi the 



65/ Schadole B to the MOS Agreement sets forth the margin fonnila* Section 
8*2 of the MDS Agr e ement provides for these requironents to be reviewed 
and reevaltsated after 6 months. Itie parties arc not precluded from 
reviewing these requirements at an oarlicor time or thereafter, if it is 
deemed necessary. 

66/ ^06 Agreement Schedule B; February 27, 1984 submission, pp. 18--19* 
67/ Wa^ 18, 1984 sdbndssion, p.6. 



68/ MDS Agreement S8.6. 
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Exchanges as settloent variation with respect to positions in the holding 



aoocwntsr^' 



Each EKdiange is to pay to the inatual offset settloient account any 
sctUanent vari^Aiw "due ftan sudi Exchange with respect to th^ positicns of 
the holding aooount of the ot iv^^ Bcchanoe on its books." (finphasis added. ) 
rtms, each Exchange wiU make and receive paynents to and f roa the settl£nient 
accxxffit based cn its own settlatent prioes?^^ Settlement variation - whixA 
is thus limited to the net position of the applicable Bcchange — is to be 
ccBiMted for the trading day on which a position is placed in the Exchange's 
holding account after the inter-exchange transfer of positions and would be 
based on the difference between the price at t^iidi the applicable contract 
was bou^t or sold and the settlement price co the Exdiange to which the 
position is transferred as of the end of that trading day. Settlenent 
variation for subsequent trading days is to be based on the difference 
between the pcevioos day's settlenent price and the then-current settieinent 
price for the contract on the applicable ExchangeJ^/ Although SDffiX is the 
nominal "owner" of tlie settlement account?^.'^ and as such will pay to (and 



59/ ms tarecOTjnt SS9.2 and 1.15. SIMEX is to iraintam the accront as a 
separate account and, except to the extent pexmttod *V MOS 
ftyreenent and described below, not ocnmingle ar.y other SIMBC funds woth 
the account. SDffiX is also required to keep books and reooras f or the 
settlenent account which correctly reflect ail transactions aff«txng 
the account and the balance in the account from time to tSnB. Those 
books and records are to be open to in^jection by the OE. 

70/ MDS Agreenent S9.3. ihe payment cbUgations of the Exdan^ are^ 

— absolute, subject to the exception noted in Section 9.5 as dxscoesed 
below. MOB Agreement $9.7. 

71/ MOS Agreement S9.1. 

72/ A3 noted aboim. Section 9.2 of the MOiS Agreement requires SIMEX to 

— est«A>lish and maintain the nutual offset settlement account. 
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ooUect ftcro) each Ebcdiange any sctUeanent variation due to sue* Bcchange, it 

nay not dr»» down the account except pursuant to instructicns given to the 

73/ 

depository bank by the Inter^Exchange AAniidstratorr-- 

Etor instance, assvro in the acairple set forth in Section IIIK: of this 

noicrandum the order of the QB clearing inenter was executed at $.0045 on 

SDEC. Assune further that the settlenent price for Yen on SMEX that day 

was $.0043 and that each contract was for the delivery of one (ratter ttian 

12,500,000) Japanese Yen. As a result, because the S1ME3C settlement price is 

used, the long position in ODS's holding account at SIMEX would be dam $1.00 

($^0002/contract x 5000 contracts)* SIMEX would draw $1*00 frcm the nutual 

offset settlenent acooont in coder to pay the SJMEX clearing newber on the 

opposite side of CME throusJh the SIMEX clearing organiaaticn. At CMB the 

next day Yen settles at $*0042. As a result, SIHBC's correspcndijcig short 

position on CME would be $1-50 ($^0003/oontract x 5000 ocntracts) because 

the CME settlat»it price is used. CMS would pay $1.50 into the account, 

based on the position of SIMEX on its books, whid) it would have received 

firm the long CME clearing nentoer opposite SIMEX. The excess settlement 

variation { i.e. , the anount by which the deposits exceed the amount withdrawn 

by the other Dcdiange to pay clearing menbers ~ in this case $.50 paid by 

CME) will be held in the settlcenent acccunt. Thus, each EwAange will have 

fulfilled its clearing house obligations, and its boo)cs will balance, based 

74/ 

on its own settlenent prioer-' 



73/ August 14 r 1984 submission. 

74/ At e)^)iraticn the ijttoalanoe, if any, in the settlOTCTt account will be 
zero as a result of establishrent of the final settlerantt price on the 
CME and delivery (as discussed below). Fdt>xvaxy 27, 1984 sutndssion, 
pp« 34 and 37; MOS JSgrecment S10.2. 
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in order to cover tiie tiire gap between settlenents at the t»JO 
Exchanges ana the differences if any, in settlanent prices, Secti«i 9.8 of 
the KS Agreanent recjuii^ SIMEX to establish a line of credit, or other 
funding arrangwHit, in the anounts %Mdi nay be necefisary to mate any 
payments due to the cictent that funds are not currently awaiWble in the 
scttlaient acoountJ^/ Stt23l wiU be pentdtted to draw cn the line of credit 
at or after 8:00 a.m. Singapore tdjne to cover any negative balance resulting 
f roB paynents by SIMHC of settlatent variation to SIMEX clearing itaibers in 
respect of positions showing losses in the QE holding aocoiinl, and to draw 
on the line of credit at 8:00 a.i«. Chicago tire to cover any negative balance 
resulting frcn» paynents by SMJC to the GIB holding acccwnt at S3MEX, based 
o^ gains in such account. Payments of settlaitent variation into the settle- 
ment account will offset any advances resulting in a negative balance and, 
hence, vdll curtail aoounts advanced pursuant to the line of credit to fund 
settlaient variatioo pstymentsr^' Failure of SMX to maintain the settlenent 
account with funds sufficient U, enable CMB to debit the account would 
constitute a SIMEX default and give CME the rights and remedies discussed 
belowJI^ 



75/ vos Agronrent 59.8. This line of credit is the exclusive cblrgation of 

— SihEX, and any funds obtained thereunder are to be depo8i.ted directly 
into the settlorent account and applied as perndtted ty the MOS 
jtoreaent. the Une of credit to be established by SIMEX at the 
inoq>tion of trading under the mitual offset system is U.S. 515 million. 
July 18, 1984 svtaission, p.7. 

76/ July 18, 1984 subroissioh, p.7. 

77/ May 18, 1984 siibrdssion, pp. 14^15. interest incone ^rnedon funds 

— held in the settlenwttt aooount and expenses incurred by SiHBl an 
cxxmection with maintainiiig the acooutnt (except for liabilxt^ to rq?ay 
the principal on the line of credit) will be shared equally by the 
Ebcchanges. MDS Agreement 59.10. 
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in order to secure the mtual offset eettlarent accc«nt against the 
everA of either Qffi leaving the account with a negative balance 
SDffiX, as -owner- of the account, rawvlng any pcsiUve balance, each 
Exchange ia to maintain a letter of credit nawLig the other as beneficiary in 
an anount necessary to cover the negaUve or positive balance in the 
acoounfc?^.'' 

2. riaarin q Member Margi n Requiraients 

SMEX has agreed to collect nargins fran its clearing menbers cn a 
cross basis?^^ 1^ CME nargin requirenents fto its clearing manbers will be 
the same as currenUy required for trading on the CMDs- 
B. Other Financial Protections 

1. SIMBC Letter of Credit 

S3MEX has agreed to maintain, at all times, an irrevocahte standby 
letter of credit ("SIMEX Letter of Credit") in the anomt of U.S. $5,000,000 
to secure its payment dbligaUons t^> the Offi with respect to the positions in 
its holding account, including nargins and settlanent variation, -flie CMB is 
to be named beneficiary of the letter of credit, and the letter of credit is 



78/ MDS Agreencnt S9.5. Ohese letters of credit will also be avail^le an 
- tte SenTS an Exchange default under §17.1 (a) or §17.3 (a) of the MOB 
itareanent. M3S Agreaient §9.6. Notwithstanding the provisions of §9.3, 
relating to paynent and receipt of settlement variatoon, disoiseed 
above, no payment of variaUon margin is to be made to an EScchange xf it 
is in default of this obligation. M3S Agreement §9.5. 

79/ HDS Agreement Article xiVCf); Novenber 2, 1983 sidanissien, p.50. 

80/ CMB also clears on a gross basis, thereby providing additional financdal 
~ protection to the clearing process and additional information for rartet 
^rveilJance. Prcposed CMB Rule 870 provides that the prooedurHS for 
tradijw, clearing, and other natters which are not sptwifacallycovered 
by the rules governing the rutual offset system are to be governed by 
the rules of the EKctvinge whicli are consistent with those rules. 
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to 



bo in ft foxm acoeptja>la to th6 Ott^' The letter oi credit wi3l obligate 
the issuing baiik to make the letter of credit payable to the Offi upon the 
occurrence of certain events, inclucJing the failure of SIMBC to deposit 
margin in a timely manner, without regard to the cUiM of other creditors of 
S3jlo4^/ It is expected that the letter of credit will be drawrf>le upon 
donand without review of the underlying truth of the statements required to 
be made by the draper* 

2« slMBC Clearing Menbers 

SMEX clearing iwibers will be required to maintain a miniman adjusted 
net capital of U*S- $900,OOoP^ The definition of what is included, or 
excluded, fron current assets in determining net capital and hw net capital 
is to be determined is based upon the provisions of CMB Rile 985 (-Minijiwm 
Financial Heguirements — Futures Connission Merchants"), as are the def ini- 
tic»is of liabilities and adjusted net capital vM<A parallel C3csranissicn rule 
1.17* 

In addition to the minimum net coital recjuircmentSr each SmEX 
clearing noiber will be required to deposit with SIMEX a V.S. $250,000 



81/ M5S Agreement Article XI • Section 21 > 8 of that Aj. . grent provid es that 
all payments and financial o6venai>ts under the Agreement, except 
XBquirements for delivery, are to be in U.S. dollars. 

82/ February 27, 1984 submission, p. 21. 

83/ MS Agreeraent Article XlV(h) • S2MEX Rale 901 requires adjusted net 
coital of not less than Singapore $2,000^000 or U.S. $900,000. 
Adjusted net capital is defined as a clearing moiber^s current assets 
less total liabilities, plus subordinated debt less after-C£?rf.tal 
charges, as those terms are defined in CMS Rule 985. S^ also SIMEX 
Rule 902. 



irrevocable standi letter of c«dit, rmdirg SJMFX as beneficiary, to secure 

84/ 

its paywent obligations to the SDffiX Clearing House*- 
3. OMimn Bond Default Provisions 

Both OE ana SMX have rules which establish a camon bond cleariJig 
systan which make clearing matbers jointly and severally liable to satisfy 
the dt>Ugationa of their respective Dcchangea?^^ In this oonnectionr the 
exchanges' positions with each other are treated lite the positions of 
clearing awbers of such ewAange. itwsv OB Rule 802 has been prc^josed to 
U» anwxled to cover defaults by other participaUng exchanges {ej2tr SSm) 
so that the other exchange's letters of credit, margins or other assets 
be applied to discharge its cbUgations to the CMS Clearing House in a manner 
catparable to that which would be applicable in the case of a defaulting 
clearing neifcer. Proposed OC Rule 802 .B. would apply to losses sustaUwd as 
a result of the assets of a participating exchange being insufficient t» 
satisfy its obligations. (SIMEX Rjle 802 is virtually identical.) In each 
case, the losses of the Clearing House are to be satisfied frcm surplus 
funds, any trust fund established for that purpose, and thai froB security 
d^»aits of clearing msnbers and various levies against clearing maibers as 
necessary. 

CMB 803, which liadts the Uability of the Clearing House to 
losses resulting from the siiwtitution of the Clearing House upon contracts 
between clearing xiabers, would similarly be amended to include UabiUty for 



84/ MDS Agreenent Article XIV{i); SIMEX Rule 815; Nova*er 2, 1983 

sctmission, p. 29. 

85/ SIMEX has covenanted to establish such a syston in the MIS Agceonoit* 
Article XlV(j), 
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losses in connection iwith the substitution of other participating exchanyes 
for clearing wnbers pursuant to the mutual offset systcnu SIMEX Rule 801 
contains a similar provision, 
C. Oonclusidn 

The Division of Trading and Markets believes the proposed OE rules, 
SIMEX rules and contract provisicns provide substantial financial protections 
to the CMB clearing system and, consequenUy, to users of the itutual offset 
systan. SIMEX will be required to deposit maintenance nargin, %dth respect 
to its net position in the holding account, based on a fonmila for requiring 
naxgin of one to three times the normal maintenance margin deposits required 
by CMB, arid to pay settlenent variation daily based upon the marking of its 
inter-«cchange position to market* OE expects that positions in the holding 
accounts^ and hence the margin obligations of the ©(changes, will remain 
modest since only the net obligations of the Bechanges to each other will be 
ref lectedr and because these positions should tend toward zero as the 
delivery nonth e^roaches* Hie margin systesn provides apparently adequate 
protections even if market conditions result in unejqpectedly large 
inter-exchange net positicns. Nonetheless, CME and SIMEX plan to reevaluate 
the sufficiency of the i?argin requirements after 6 months and may do so 
earlier if necessary. Settlen^it variation is to be paid or collected daily, 
.vd by ngrcoKsnt is calculated in the same manner as it is currently on the 
CM£^^ to cover the time gap and any difference in settlemsit prices, the 



86/ CMB Rule 814 provides that settlement must be made daily based vpon the' 
settlement price of that day# and such settlement is to be ca lc »l at .ed as 
the dif f erejfKje between the price at whicJi the connodity was traded and 
the settlement price at the end of the 6s/. After daily settleroarjt is 
made the clearing member is deemed to be long or short at the settlement 
price of the day. 
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settlonent acccunt is funfled by a line of credit to SDEX drawn on a U*S. 
bank. 

A variety of other measures are intended to ensure that SJMBC vill be 
4il>lc* to meet all of its obligations to CME^ iiicludinq delivery obligatiomt* 
n>ese include the letters of credit provided in section 9.5 of the MOS 
Agrecfientr the liim of credit in section 9.8 of that Agreeinent Whid) ensures 
adequate funding of the settlement account (initially to be U.S. 
$15,000,000) , the U.S. $5,000,000 SI>EC Letter of Qredit provided for in 
Article XI and the oomm bond default provisions. In addition, SJMEX 
clearing menpbers are required to have adjusted net capital in the oquivalent 
of U.S. $900,000 (as opposed to the $50,000 mininum requiraneht of Oonmissicn 
regulation 1.17(a) (J)(i)), anJ each S3MEX clearing menter*s payment 
alligations are secured by a U.S. $250,000 letter of credit, naming SIMEX as 
beneficiary. 

The Division of Trading and Markets is satisfied that the various 
financial protections and requirements relating to the two Exchanges provide 
adequate safeguards against default, insolvency or other financial risks 
which n&a result fran or occur daring the operation of the nutual offset 
system. 

V» CUstaner rrotections 

A» Omnibus Account Restrictions 

Proposed Q4E Rule 879 precludes authorized clearing inenbers of the CMB 
frcm aco^>ting or carrying amibus accounts of ncsri-rrerrber futures ccmnission 
merchants for mutual offset system transactions* Ihis is to ensure that, at 
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least initially. «ay fln» subject to OC's jurisdiction nay effect orders 

87/ 

for their custaners through the nutual offset syste»r- 

The Division of Ti^ading and Markets has analyzed this prwisioi in 

light of the Camdssicn's responsibilities under Section IS of the Act. 

section 15, however, does not require the CJonmissicn to subordinate the 

policies and purposes of the Act to those of the antitrust laws. Section 15 

requires only that the Contdssion, in approving any rule of a contract 

market, consider the public interest served by the antitrust laws and 

88/ 

endeavor to adopt the least anUooRieUtive means available^- 

In this regard, the Division believes that the unique nature of the 
proposed system, and the iiore liadted custaner protections available, warrant 
a degree of caution and restraint in its ijiplementation. It is not, there- 
fore, unreasonable that the OE, at least initially, restrict trading under 
the system to those futures oormission merchants which are si4>ject to its 
jurisdicUon and, therefore, to all of its rules and to Exchange arbitration. 
B. Disclosure and Custaner Authorization 

Ihe CUE has proposed to prohibit a clearing mendber fran using the 
mitual offset system on behalf of a customer unless the custaner has executed 
an authorization wtdch cxmtains the following disclosure statenent 
prcminently set forth in boldface print: " 



87/ Pdsruary 27, 1984 i^ubnissicn, pp. 52-53. 

88/ Scti, e.g. . ft^ia-nt hitt v. OatjUy , l-VO K. Supp. 1120, I124-2r. (N.H. IJl. 
1978); Chartered Systems Oocp. v. Sccvers , Qxnn. Fut. 1.. Rep. iCQi) 
<ii20.fia2. at ^i.78S (D.D.C. 1978); BriTIiS American Connodi ty Options 
corp. V. Baqley , Cam. Fut. L. Rep. (OCH) 120,245, at 21,334 (S.D.N.y. 
r976), aff'^'oln part and rev'd in part on other qrcMnds , 552 P.2d 482 
(2d Cir.), cert , denied . 434 U.S. 938 (1977); American Stock P cchange y. 
camcdity futures Trading Conmission , 528 F. Supp. 1145 (S.D.N.Y. 1982). 
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(FOIJ MAY FROM TIME TO TlfE EXECITTE TRANS- 
ACriCJNS AS CUSTXM-J^'S AGtKT OK A ft»«IC24 
FtmJRES EXCHANC3: WinOI PARTICIPAIK? WTH THE 
CIUCAOD MEPCANTIli:: EXCHArXSB IN TRADING 
IDtin^ICAL OOtTOWriS Plz-RSUANT TD THE WrUAL 
OFPSCT SYSITM. PARTICIPATION IN THE MUIUAL 
OFFSET SYS701 INVOLVES TOE OCBCUTICN AND 
CLEARING OF TRADES ON A FXDREIQI EXCOTNGB^ 
NEITHER TOE ailCAOO MEBCANHLE EXCHANGE NOR 
THE COWJOm FVRJRES TRADING OCWIISSICW 
RBGULATCS ACTIVITIES SUBJECT TO TOE KJIES OF 
A FOREK^ ©(CHANGE^ HXIXJDWS TOE EXBCUriON, 
DELTVERY AM> CLEARING OT* •nWJSACnCNS CN SUai 
ED<CHANCIS. SIMILARLY r NEmOSR TOE CXM1ISSICN 
NC» TOE aJICAOD MERCAOTILE EXCHANGE MAY HAVE 
TOE POWER TO SECURE EI«X>raEMEOT FROM THE 
FOTEIGN DOIANSE OR ITS MEMBERS^ OR TO COMPEL 
£>]FQRCEME2ir OF ANY APPUCAHIB FOREIGN I/>S BY 
TOE FOREIO^ GOVEFWMEJ/TAL AUnOHTIES IF TOERE 
ARE VIOIATIONS OF, OR NONOCMPLIANCE VOTO, THE 
RUl£S OF TOE PDREKJ^J EXaiANC35 OR TiE lAWS OP 
THE FOREIGN COUNHIY. IXM TIE1« REASCNS 
a»SlTOERS WHO TRADE PURSITOfl* TO THE MUIUAI> 
OFFSCT SySTO4 WILl^ NOT t3E AFFOTOBD CERTAIN OF 
TOE PROTRCTIVE MEASURES PROVIDED BY THE 
OQt^lDDm EXaiANGE ACT, THE OOWISSION'S 
REXaHATICNS^ AMJ TOE RULES OF TOE CHICAGO 
MERCANriI£ DOEANGE* THE PTOTBCTIVE MEASURES 
WHICH MAY NOT BE AVAIIABLE TO SUCH CUSTOMERS 
INCLUDE REPARATION PTOCEEDPIGS BEFORE T HE 
00M4ISS.T0N AND ARBITRATION PROCEEDINGS BEFORE 
THE NATIONAL FUTURESgASSOCIATTCN OR CHICAGO 
MERCAOTIIE EXCHANGE.—'^ 

TOis disclosure provision ws amended several times in response to 

concerns cxpi-essed *y the pivisicxi of Trading and Markets. In particular , 

the Division was concemod tliat cu > tamers should be mode aware that the 

i^sii-iil tc^i «n«i rlcirirMj ot trwlrii tai y loMMfin rxrhimif nn^ nr>l rnihM^'t to 

tcvulutimi b^' antwtssian or iv^ Uie cMl% .ukl ftuit ne^illier Uie Cumassiow 

nor the CMS mic^t be able to secure enforcenent of the laws of the foreign 

country or the rules of the forei^^r. exchange (SIMEX) . Further^ and as 



89/ Proposed CUE Rule 874 • 
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discussed in greater detail belw/ the Division wanted castaners to be aware 

that certain protections which are available in donestic transactionsr such 

as reparaUons proceedings before the Cotnissicn and arbitration before the 

National mtures Association (-NFA^) or the CMS, might not be available for 

90/ - 

transactions entered into pursuant to the nutual offset systcnhr- Among 

other points originally raised by the Division were that the abUity of S3MDC 

or the Singapore goverrwent to prevent activity vhich would affect the 

integrity of the SIMEX n-arket is unknown, and that custaners^ positions are 

91/ 

still ej^osed to price risks when neither Ewihange is open?- The C«B 

responded that information about the self-regulatory capabilities of 

"unkjwwn" narkets is not ordinarily required to be the saibject of special 

disclosures, airf, furthemore, that Uie OK will also L-.- monitoring trading 

under the systOT. With respect to price risks, the CMB noted that there is 

no reasctt for custaners to believe all risks are to be eliminated by the 

system and, in any event, the price risks are n^etheless greatly reduced 

92/ 

frcm those existing in the absence of tlie mutual offset systems- Oie 
Division is satisfied with CMB's responses on these matters* 

Betore a OlE clearing munixsr can initiate a mutual offset system 
transaction for an existing custaner, the custoier nust have authorized use 



90/ Divisions* letters dated April A, 1984 and January 16, 1984, In its 

oamcnt cn the proposal, Canex expressed the opinion that no special 
disclosure should be required since it nd^^t decrease a trader's 
inclination to use the s^'stem and cause increased costs and a 
corpetitive disadvantage. As an alternative, Cprrex suggested that a 
general disclosure stateroent covering trading in foreign narfcets be 
adbpted by the Canndssion under Section 4 (b) of the Act* 

9^/ January 16, 1984 letter, quest icr\ 16* 

92/ Ft43ruary 27, 3* 84 subndssicn, pp» 45-46. 
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of the systan and mist have received and signed a copy of the risk disclosure 

statoTBnt set forth above- Customers with non-discretionary acccxmts nwst 

authorize each order for mutuaJ of fsc^t system tradingr-. aistoiers mist 

specifically authorize the trajisfer to SIMEX of any orders that were not 

filled during the trading day on OE, eitlier by advising the account 

execuUvc handling the order at the tiine it is entered or reported back as 

being unfilled or by so stipulating in advance in the custcner agreements 

New custaners may be presented with either the nutual offset risk disclosure 

statenent, or the language may be incorporated into the custaier agreenent, 

in which case the custcnier must separately initial the disclosure provisions. 

ai«taix-r« with disrretloiviry •nrcounts may limit the di?K-rrcti<Miary authority 

94/ 

rx> to pruhibit use of U\e mutual uJls4?t systems— 

Resolution of Disputes 

1, BKihanqg Arbitration 
The IC6 Agreenent requires both ^changes to maintain an arbitration 
system for the resolution of disputes among its clearing raenfcers and to act 
pratptly and in good faith with respect to any disputes relating to the 
nwtual offset system which arf* laised by a clearing monter of the other 
txdTanne i^ainst one of its cwn clearuvj nimjersr- 



!)3/ hkiy IHr submission, p. 21. 

94/ July 18, 1984 submissiaii, p. 11. SU1EX tole 913 similarly requires that 
a clearing menber provide a separate written disclosure document 
prescribed by the Exchange to a custcmer and obtain a signed and dated 
acknowledgnent from the custcmer before opening an aocxxint for tiie 
customer. 

95/ rC© Agreonent SS19-1 and 19,2. Hie arbitrations are to be held in the 
location of the Barhange where the claim is submitted for arbitration 
(i,c, » Chicago or Singapore) • Neither Exchange is to discrindiate 

(Footnote Continued) 



CMB Rule 413^ whidi governs hearings betore the Caimodity Repre- 
sentative/Custoner Coctplaint Cormitteer would be amended to cover claims or 
grievances subject to mutual offset rules vrtiich do not require the pli- 
cation of SIMBC rules. In other words, the Ccmnittee iriay conduct hearings 
with respect to alleged violations of the 01E*s own rules in connection with 
mutual offset transactions. Situations in v*ttch arbitration would be avail- 
able to a customer oL a 0MB clearing mcntjer with rnspect to tlie use ot the 
nutual ofCstt system would include alUrgciticns oi chuniimj or misrepnjstaita- 
t ion in the solicitation of his orrlcrT^^ The Ctonmittee cowld not, hmever, 
adjudicate alleged violations of SMOC nilcs, such as claijns relating to "bad 
fills" or other trading irregularities on SIMEX?^^ SIKEX Rule 408*D provides 
for art>itration, before the SMEX Business Conduct CSarndtteer of ooitplaints 
against neibers or registered representatives where the custcner ccirplaint 
arises out of a transaction on the SIMDC and the claim does not exceed 
Singapore S15,000?^^ 



(Footnote Continued) 

against the clearing rnarfcers of the other Exchange in the arbitration of 
these disputes. Prc^x>sed CME Rule 413 would govern the aribitration of 
coiplaints brought by SIMEX clearing maribers against CME clearing 
nenbers. Hay 18 r 1984 submission,, p. 13. 

96/ Aifcitration under this rule would also be available to a oistoner of a 
SIMEX clearing msnber alleging poor ^ecution by a CMB floor broker. 
Ncfventer 2, 1983 sufcmissiot., p. 33* 

97/ Novariber 2, 1983 siimssion, pp,33-34; February 27, 1984 suttnissiw, 
^chibit D. 

98/ CME has rGque5?ti>d that tlx- Singapore $1S,000 limit be lifted, and SIMEX 
is coiisidcuii^ .uTcnriing tJie ruh* aixx>rdingly* Ktiy 18, 1984 submission, 
pAO; July IB, 1984 si^ndssioti, pp,9-10. Claijns for less than Singapore 
$5,000 niay be assigned to the SIJEX General Manager for resolution, 
subject to approt'al by the OCC. 
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2. Availc^ilitv of Conmifisiuii and NFA Renedies 

CSoranlssim Reparations Procedures , Section 14 of the Act and Part 12 
of the Oimdssion's regulations establish r^wxation procedures for any 
person conplaining of a violation of the Act or any C&mnission rule^ regula- 
tionr or order tliereunder by any person regisuered under the Act* Since only 
OE roentoer firms which are registered as futures ccninissic»i nerchants will be 
allowed to accept orders for oxocuticn thraigh the nutual offset system, 
ccmnission reparations procedures would be available to custcmers using that 
system. Oxntdssion reparations would goierally not be available^ hcwever, 
.vpinst SIMEX iioTtx>r fims becausi^ it is unlikely that SIMtX nwnixsrs would be 
registered under the Act. Itiis is true? even with respect to foreign subsi-- 
diaries of U.S. conpanies because to the ertent they do not deal directly 
with dORBStic custoraers the Camdssion has not rccjuired such firms to 
register.—' The exenption does rot a^Jply^ hcwever, if the foreign 
subsidiary has a U.S. office. In addition, practices that would be unlawful 
were they to take place on a oontra»:t nurkct may fail to constitute a 
violation of the Act whai they take place on a foreign exchange • 

NFA Arbiti-ation . NFA is obligated by Section 17(b) (10) of the Act and 
Oxmission regulation 170,8 to provide a procedure for the settlesnent of a 
customer's cJaim against any NFA mejrber or employee. Disputes arbitrable by 



99/ See awtniSKion rule 10.O0(a>(l) (Definitiun of -foreign broker^); 48 
~ F&d. Beg. 35248, 35261 {Aug. 3, 1981) (A foreign broker is not generally 
required to register as an introducing broker) ; Division of Trading and 
Hairkets Interpretative Letter concerning applicatiai of S33.3(b> 
registraticm requirement to foreign entity, Aug- 25, 1982, at 5 
("Notwithstanding the fact that the activities of a foreign broker are 
analogous — and are often times identical — to those of a futures 
camdssion nttrrfiant, the Comtnissioii does not require fcnreign brokers to 
register with the Cormission as futures comdssicr. merchants. 
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NFA are not limited to claiins relating to transactions which were executed on 
a contract narket* Section 2(a) (J) of the NFA Code of Arbitraaon provides, 
however, that UFA arbitration is available only with respect to disputes 
which, inter alia, do not require the presence of witnesses or other parties 
over whan NEA lacks jurisdiction and who are not otherwise available, thereby 
inposing a practical limitation on the availabUty of NFA arbitration in 
cases ^re a customer's clairo involves the execution of a trade on SIMBC. 
3, Private Rights of Action 

In additicji to the rent>dies outlined abme. Section 22 of the Act 
creates a private right of action for persons daitaged as a result of viola- 
tions of the Act with respect to certain types of transactions and as a 
result of the failure of certain entities to enforce their rules. Specifi- 
cally, it provides that a person has .i right of action against aiQr person vJx? 
violates the Act with respect to providing trading advice for a fee; the 
making of contracts of sole for futuie delivery or the depositing of funds in 
cOTnecticn with an order for such a cc^itract; the purchase or sale of an 
option, a leverage contract or aii interest in a cxmiodity pool; or manipula- 
tion of the price of a tutures contrc-K?t. In addition. Section 22 provides a 
right of action to persons injured as a reswlt of the failure of a contract 
market, clearing organization of a contract itarket, or registered futures 
association to enforce its rules (and against officers, directors, esiployees, 
and others who aid, abet, counsel, induce, or procure sudi a failure) , or as 
a result of such an entity violating the Act in ©r^forcing its rules, where 
the failure to act or action taken was in bad faith and resulted in the 



los^' In this regard, two United States Courts of Appeals have upheld 
findings of subject ratter jurisdiction over a cause of action arisiiig frcw 
trading on Anerican conroaity exchanges \AKn the parUes to the suit vere 
iwn-resident aliens and the contacts between them occurred outside the Ifciited 
Statesr^i/ Thus, a private right of action may be available in connection 
with a trade originating in Sit^gapore and executed on the OiB through the 
mutual offset system. 

D. Se<preqatiDn of Custcmer Pin ids 

Section 4d ot the Act rajuirc:*. for trades cn or subject to the rules 
of any contract market, that an PCM segregate and properly account for all 
money, securiUes^ and property that are received ly the JFCM to margin, 
guarantee, or secure cusbaier trades, or that accrue to the custcmer as a 
result of those trades. Comnission regulations 1.20-1.30, 1.32, and 1.36 
supplon»nt Scci.i<x» 4d and pnwitie t»wt "nmtemcr funds," as definrxi in 
Ccmnissicn regulotion 1.3(gg), are subject to the segregation requiranents of 
the Act and Coimdssion regulationai?-^ CME has requested that the Division 



100/ Section 21.4 of the ^OS Agreement provi<tes that the Agreement creates no 
rights or interests in third parties. This does not, of course, affect 
the rights a person would have under Section 22 of the Act. 

Section 6.2 of the MQS Agreement provides that the Inter-Exdiange 
Achdnistrator is not liable to any person or entity with reject to 
performance of its duties unless the performance, failure or error in 
jvid^nent constitutes fraud or willful misconduct. Again, this has no 
effect on the rights any person would otherwise have under Section 22 of 
thi? Act. 

101/ Tcuiari V. Bacht^ v Co. (Lebanoi^) S.A.I.. , 730 F.2d 1103 (7th Cir. 1984), 

petition for cert, filed . No. 83-1904 (U.S. May 21, 1984); Psimenos v. 

E.F. Button & Oo. , 722"F;2d 1041 (2d Cir. 1983). 

102/ ccnndssion reguletion 1.3 (gg) defines "custoner funds" to include, inta[ 
alia , mney, securities, or property received by an PCM or a clearing 



(Footnote Continued) 
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of Trading and Markets oonf irm that the definition of '^custaner funds- 
includes funds pertaining to inutual of fs5et trades that will be carried on the 
cm after inter-exchange transfer but would not apply to trades carried on 
SSMEX. The Division of Trading and Maricets believes that transacticns 
executed through the inotual offset syst«u for a custcror of a dcrestic POl 
siKTuld generally bu- classified as transactions on or subject to the rules of 
a cOTtract market for the purposes of requiring segregation of customer funds 
and has so advised tlie CMBr^^ 

ArUcle XIV (g> of the MDS Agreement obligates SIMBC to maintain 
requirm^ts for the segregatiOT of custoner funds which are substantially 
identical to those maintained by the CMbJ^^ 

E. Licensing 

SIMEX will require the licensing of brokers affiliated with SIMK 
mentjer f imwi^^ SIMEX Fule 506 requires that any person wishing to act as a 
floor broker or floor trader conply with requiro>unts established by tho 
Floor Ccrmittee. Non-cle«u:inq mesd^its must be qualified by u clearing inenber 
in order to execute an orderr^^ 



(Footnote continued) 



oiyanization fran, for, or on behalf of, custcners to margin, guarantee, 
or secure futures txxitracts on or 5dt>ject to the rules of a contract 
market. 

303/ A ccpy of the Division* s August 9, 1984 letter to CMB is attached* 

104/ SIMEX Rule 917 requires the segregation of custaner funds. The CWB does 
not have a rule requiring segregation. However, CME mariber finns are 
subject to the rcquireinents of Section 4d of the Act and Ooninission 
regulations 1.20-1.30, 1.32 and 1.36 as noted above. 

305 / Novenber 2, 1983 submission, p. 31. 

106 / SIMEX Rul-^s A non^lcvu inq merober is tlie cwner or lessee of a 

tx?at, or «pfc'Ui7ant tlierefor, v^io !kis the requisite finaix:ial and 

(Ftvtiiote Continued^ 




p. Conii:lusicn 



Itie Divisim of trading and Markets believes the piqposed CME rules, 
S3MEX rules and contract pacwisions prtvide a nunber of ijoiportant protections 
to users of the mutual offset system* In particular, CME has proposed a 
disclosure statenent vMch goierally sets f or»\h the qpecial risks to 
customers of trading throu^ the nutual offset system* In reqwise to the 
Division's onncems, CME added statenents warning potential custoners that 
certain phases of imitual offset transactiar>s originated on the CME are not 
subject to regulation by either the Coninission or CMS and that certain 
protections^ such as Oonmission rq>araticns proceedings and NFA or 01B 
axbitrationr might not be available in all instances. Bie Division is new 
satisfied that a custocner will be adequately apprised of these matters prior 
to £uthorizir*9 use of the n:*. CJiiset system. In addlracn# the Division 
believes that the CME has dcv^eloped prudent procedures for obtaining customer 
authorization of mutual offset trades. 

Provisions also have been made for the resolution of customer oart»- 
plaints and clearing merrber disputes on each Exchange. NFA arbitration and 
Coninission reparations will be available under certain circumstanoes. 
Although these remedies are more limited than those available to resolve 
disputes arising out of transactions on domestic markets # they , are at least 
equivalent to those presently available for foreign futures trading^ 
Furthermore, SIMEX*5 ccmnitment to rule enforcement (as discussed belotf), its 
rules >thich parallel those of the CME, its licensing requirements, and the 
supervision by the MAS all provride additional assurance that custcroers will 
be afforded a'degree of protection against poor executions or trading abuses. 

business standing and satisfies any other requirements set by the Board 
of Directors. SINDC Rile 203. Diese requirements are similar to C2>fE 
Pules 510 and 511. 
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Finally, custorer fwnds will be segregated, both on CKE and on SI>V3C. 
The Division of Trading and Markets is, therefwro, satisfied that the pro- 
posed rules and the resulting link between CMS and SIME3C do not appear tx> 
warrant undue ooncem for custcner protection. 

VI. Contract Delivery or Cash Settlement Suecificaticns 

The CME and SIMEX contracts includted in the nutual offset system have 
itkintical curwwiity specifications, rnd thoir delivery or cosh settlement 
tonw differ only in a nBJtncr that is necessary to acccnnodate the different 
tijie zones in which the two Exchanges conduct businessi^Z/ uus identity of 
the underlying contracts is a necessary feature of any inter-exdiange trading 
link because it provides a cannon basis for pricing a ooranodity traded on 
separate exchanges during separate trading sessions. If the delivery or 
fcttlcsiKnt tcmK differed, pricing dispmities vrould c3eveJop to reflect those 
economic differences, thereby rendering the trading link inoperable. For the 
nwtaiol offset system proposed by the CME nnd SIMEX, these price disparities 
would create financial exposure for the futures positions held by the two 
Exchanges as a result of net transfers of trades under that system. 

The Divisicai of Bccoonic Analysis has reviewed the delivery or ca^ 
settleient process for each of the three contracts that initially will be 
included in the mutual offset sysfrs to examine the mechanics of those pro- 
,V!M»r.. Under thff mitual offset sysstrm, it is likely tlKit CMB and STMEX will 
•Miiy n.H pi>«-.itwiJW5 into llu'doJivtMY «» '^'s** ta'ttUniiil jvri«xl. , 1rt>t 
exanple, if the CME has u long position in the SIMEX Yen contract after 
trading e^ircs, SIMEX will have a .short Yen position of equal size on the 
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CME. -Vo settle these cnntracts, SIMCT will be required to deliver Yen on the 
Ottr:, while the CMK will mx-ive delivery of an ecjiial oitinunt of Yen on SIMKX. 
Acwrdingly, the DivislciJ also wantal to detennine whether either Exchange 
•^Id incur any significant exposure to price risk as a result of its futures 
delivery or cash settlenent cbliqaticns. 

A. Eurodollars 

Both the CME and SIMEX Eurodollar futures are cash settlement con- 
traiTts* Consequently, positions o£ tte SI»3C aix] OE loft open in Rirodollar 
lutures after trading expires will l^c settled by a final marking to market. 
Each contract will be settled nt the final settlancnt price detcrnilnod by the 

OK clearing house ior the CME Eurodo) lar contract on the last trading day of 

108/^. . 
the expiring CME future, which is the last to expire. Thxs process creates 

no additional price exposure for either Exdiange because their equal but 

offsetting positions are both marked to the same final settlement price 

utilizing the connon fund, the inuttial offset settlement account* 

B. Foreign Currencies 

The Japanese Yen nnd neutschc Mark futur<is contrarts to be traded 

under the itwtual offset syst£ir. will he settled by deliveries of those foreign 

currencies after trading ejqpires in the respective contracts. As with 

109/ 

Eurodollars, tJie last trading session will take place on the 0®s — 

Although no changes are anticipated in the CMB*s current terms and 
conaitions for delivery on its fo-.eign currency futures contracts, one 
limtation has been added regarding the mutxial offset system* Authorized 



108/ Fi^>ruary 27, 1984 sutxidssion, p.34, 
109/ Fdoruary 27, 1984 sulTUssi<Hi, p. 37. 
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clearing n«*erB of the IHB will net be permitted to accept nutual offset 
systtsn otderp fron SIMEX clearing naitocrs on. the last day of tradingi^^ 
ftotecTver, on the last trading day CMB clearijig iwnbers will not be petndtted 
U) initiate orders for eacecution on SDffiX pursuant to the nutoal offset 
system because the SIMEX martet will be closed. 

•fte restriction on rha last day of trading in currencies is necessary 
because of the 13 hour time difference betweoi Singapore and Oiicago (Central 
Standarti Tiro) . If nutual offset system trading were to be conducted, cither 
in Chicago or Singapore, cn the last day of trading in Chicago (which is late 
that evening in Singapore) , inter-exchangc matching could not be effected 
quickly enough to enable SIMEX longs to mate tijtely deposit of U.S. dollars 
prior to the delivery day. -mis problan does not arise with the Eurodollar 
contract because of its cafii settlement feature. 

1. Japanese Yen . Itve nutual offset system will not change the 
existing obligations of CME clearing nerbers making or taking delivery of 
Japanese Veni^^ Japanese Yen arc current ly delivered in Itokyo, Japan, on 
the thiiTi Vfednesday of the contract month. All Yen deliveries are effected 
through CMB accounts with banks in Chicago and in Tolqro. Clearing roeniDers 
awaiting delivery arc recjuired to deposit U.S. dollars in the CMB's Chicago 
accoijnt on the day prior to deliver^' dayii^^ The deUvery day is the seocrd 
business day following the last tradii^ day. Similarly, clearing naifcers 
cbligated to make delivery nust deposit Japanese Yen in the CMB's Itolqro 



110/ rn^xijwtl on-: Hule 871; Frhuraj-y 27, 1984 sulTOisaic«, p.32. 
111/ F^ruary 21, 1964 suixnission, p.35. 

112/ Sec en^idment to CME Rale 731 approved by the Ccnndssion on Jtaie 8, 
IW4. 



- 55 - 



accoiait by 10 A.M. a*yo tiro on the delivery day. On delivery day, Ven are 
delivered to O© clec 'ing wentoers holdixvg long positions, and U.S. dollars 
are paid to QE clean vi mertoers holdiiig short positions. Cleariiig niaitoers 
t>l SIMQC Will have virti»> lly ideJiticnl delivery obligations. 

Uhdcr Uu? nutual oiTaet syst^, inter-exdiange deliveries relating to 
positions in the holding acoo ints will be effected by a pass^-throu^ of 
currencies betawecHi the bank de^ :very accounts of the ^cchanges. Fbr exairple, 
if on the delivery day the SIMEX has a short position in its holding accnant 
fxi the books of the CMB^s clearing hv^usc and the CMB has a long position on 
SIMQC, more U.S. dollars will have been deposited fay clearing menfcers in the 
CMR' s Qiicago delivery acccunt tlian will he released to 01B clearing menfoers 
who have deposited Jsf>anese Yen in the Q4E*r^ Ibkyo deli^/eiy account. At the 
saire tiine on SIMEX inor& Yen will Itave been dqposited in the SIMEX delivery 
account in Itokyo on delivery day than U,S. dollars deposited in the SIMEX 
acoc^mt in the United States. 

lb cmplete the delivery process on the t\x> Dccdianges, the clear- 
ing house will transfer the excess U.S. dollars fron the CMB's Chicago 
account tc) the SIMEX aoxunt in the Uniti^l States, and SIMEX will transfer . 
Uh; exwfis Japanese Yen tram its delivery acccunt in Ttokyo to the l>1E*s 'Itokyo 
accounts SIMEX will then release the U.S. dollars to its clearing menbers 
holding short positions, and the GME clearing house will release Yen to its 
clearing jnatbers holding long positions. Ihis inter^^exchange pass-through of 
Yen and dollars ^tables both ^<^ianges to conplete their respective delivery 
prooessesr^^ 



113/ MUS Acjrvcsnent §10^2. 



2. Detttsdie Mark > The inter-exchange delivery process for Deutsche 
Marks will be the saiiie as that utilized for inter-cxdiange delivery for 
Japanese Yenr^^ Specifically, the long clearing house will deposit U.S. 
dollars in the inter-exchange delivery account in the U.S. to be released to 
the short clearing house uqpcn delivery of Deutsche Marks in Frahkfurtr 
Germany to the inter^-exchajige delivery account by the dKort clearing house. 

Deutsdie Mark deliveries en the SIMEX, however, will be processed 
differently frcm deliveries of Japanese Yon on SIMF3C because Frahkfiu± adds a 
significnntly difterent tin© zono U> Uie procesn* Consequently, SIWX 
adqpted different pacoocsdures for notifying banks in the U.S. and Genrany to 
release funds to shorts and Longs, respectively, to enable a SIMEX clearing 
maiber %*io delivers Dcotsciie Marks to receive payment of dollars on tte same 
calendar day as a SHraC clearing mentxar delivering Yen. As a result, 5IMQC 
will confirm I^eutsciie Mark delivery transactions and release U.S. dollars at 
approxijnately 9:00 A.M. {CSV) on Wt?dnc9day in the U.S., which is the sane 
tiins that CMB cxmfinns CMB delivery tremsactioRs and pays dollars to CMS 
cJraring mcnberK. IThis conavrencr. of delivery timess also serves to facili- 
tate inter-exchange deliveries under ths itutual offset ^ston. 
C. Oonclution 

The mutual offset system will-iKit create any price risk for the 
Exchanges as a result of cash settlenKnts of tte ExchaxY^es* open positions in 
Eurodollars because that settleront is just a final marking to narket of the 
Eboidianges* equal but opposite positions to a comcn settlement price. Tte 
Japruiese Ven and Deutsche? Mark contracts require inter-exchange deliveries of 
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currencies throu^ baiiks located in Japan, Germany, and the United States* 
Although the coordination o£ thosa deliverxes through disparate tire zones is 
nore cmplicatedr the Exchanges have developed their delivery procedures to 
acocmrodate tijtB differences and to facilitate the pass-through of currencies 
between the two Exchange clearing housesi^^ Accordingly, the Exchanges wUl 
not incur a foreign exchange risk as a result of the iiiter-«cchange delivery 
process* 

VI J. Market Surveillance Considerations 

Since the terms and conditions of the futures contracts being proposed 
as part of the CJJE/SIMBC iiutual offset system have a ocimon deliverable 
sijpply and pricing basis^ there is at least a theoretical potential for 
inter-irarket nianipulation or market disnq[>ticn. A itianipulation conducted 
either solely cn cne Ebcchange or jointly on both Cbccdianges would affect the 
prices of both Ebcchanges* The potential for su* a manipulation to occur 
dci)ends in part cn the cocnnnoditics included in the nutual offset systesa and 
in part on the dfcigree of oooperaticn and diligence eapicyed in an inter- 
exchange market surveillance effort, rflhe Division of Economic Analysis has 
reviewed the current proposal from both of these stanc^ints* 

A. The Underlying Ccnnodities 

Generally speaking, for the futures contracts that are not settled in 
cash, the larger the deliverable supply, the more liquid the cash market, and 
the lower the inpediments to moving a '.xstrwodity into futures delivery 
ciiannels, thR less likely it is that a manipulation or market disruptican will 
occur. The Division believes that the foreign currency contracts such as the 
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Japanese Yen and Deutsche Mark futures under cxjisideratioa here have a lew 
likelihcxDd of inter-roartet manipulation. Deliverable si^li^ of Yen and 
neutsdic Marks are coctremely large, llie international inter-barik market for 
tlK>se carr«x:ies is large, well developed and xisually very liquid, and the 
delivery procedure of exdianging bank accounts has worked well over the years 
to facilitate currency deliveries en the GMB. 

A cadi Bettlenent contract^ like Eurodollars, has even fewer concerns 
in this regard because delivery is elimirated. Furthermore, the ca^ settle- 
nent prxxedures enployed by the Chicago Mercantile Ebodiange have vrarted well 
and are wixtely accepted and enployed ty both dcnestic and foreign oamnercial 
users of that narket» 

Therefore/ the Division believes that the oonifodities selected bf the 
CMB and SIMEX for the iititiatioci of the nutual offset systaon present a Iw 
likelihood for inter-market price manipulation of expiring contracts. 
Nevertheless, price manipulation is not effected solely through the delivery 
medianisro of a futxires contract. A cash settlement contract is mani^xilated 
if soneone manipulates the settlement price, aid ccvitracts such as foreign 
currencies could be manipulated by concentrated trading activities. Conse- 
quently, the Division believes that an intcr-inaricet surveillance pioyicati is 
necessary for tte p roposed mutual of f set s^'Stem, althooc(h the frequency and 
<3cgree of information sharing need not be as great as might be appropriate 
for other comoditles. 

B» Inter-Exdiange Surveillance Procedures 

1. Large Trader Identificaticn and Position Reports . For maiiy years 
the QC has operated an extensive large trader reporting systen. Ihis systan 
collects fron mentoer firms the positions of each trader with a position 
greater than 25 contracts in any delivery month of a ccxnmodity. Hie 
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identities of these traders are provided to the CME on forms very similar to 
the CSTC Etoim 102, "Identification of 'Special Accounts' Ihese r^xarts 
serve as the basis for a nuaiber of ocqputerized surveillance listiiigs 
regularly enplcyed by the CMB as part of its market surveillance program. 

Hie SMSX has determined that it also intends to collect daily n^sorts 
of large trader positions from all of its clearing iwarbers (regardless of 
^Aether they participate in the nutual offset system) in the foreign currency 
and Eurodollar futures. U^xter its Rule 816, SIHBC will regiuire its clearing 
morberc routinely to r^xjrt traders in Eurodollars or foreign curre^Kdes with 
open positions of 20Q or more oontracts^^^ in a form and manner similar to 
that u--^ by the CMB. 

The 200-oontract level is higher than either the CFTC's or CMB's 
reporting levels for the same canmodities. The CFlC's reporting levels for 
the Eurodollar and foreign currency fixtures are SO and 100 contracts^ respec- 
tively, while CMB's reporting level is 25 oontxacts for all of its narlcets* 
Although the SIME3C reporting levels are hi^^ than either CME or CPIC 
levels, the Division does not believe this is a problem due to the nature of 
these connodities. 

SIMEX clearing nobers irust also identify the entity that mns or 
controls eadt reportable account using an account identification form similar 
to that used by the CME^' SIMEX also has the power to request fron its 
clearing menbers information on open positions smaller than the routine 
reporting level. Tb furnish this infontaticn pzonptly upon request, each 
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SIMM clearing irentjer itust naintain a daily record of the open positions in 

^^118/ 
every aoooant; — 

2. sharirtg of Large Trader Informaticai by the Exchanges . Wider 
Section 12a of the HDS Agreement, "ea* Exchange agrees to itate available to 
the other Ebcchange all infontation relating to the inarkets in Designated 
Futures Contracts \itd<A may be reasonably recpjested by such other Exdiange 
for the purpose of mcsnitoring and maintaining the integrity pf the itarket- 
place." Specifically, under Section 12.2, the MDS Agrcenirnt provides for the 
sharing of large trader positim data obtained under each Exdiange's report- 
ing system upon request by the other EKchange. The Agreenent also provides 
that eitter Eitdiange tosv wake a "qaecial call" (Section 12.3) cn the other 
for inforiQatlon regarding any customer of any clearing meirbers. The CMB has 
represented that the information may be requesteo cn an "as needed" basis — 
that is, that the l^cchange making the request has determined that the marlcet 
inforrotion is needed in furtherance of its surveillanoe responsibilities. 
CHE has further indicated that for purposes of Article 12, all such requests 
are prestnptively reasonable. CMS has also stated that a request would be 
considered unreasonable only if on its face the request la^cs a factual basis 
or indicates that the Ebcdiange is acting in bad f aithr^' Each Exchange vdll 
be required to respond to a special call from the other Ebcchange \dthln 24 
tkours. In addition, either Ex<diange may terminate the MD6 Agreement if the 
other JE^ccdiange unreasonably restricts the f Iw of market information. 
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The lnfon»Ucn collcctcsd In a specioX call wsald, at a ininiMii, be 
the same type of informatiicn collected in the large trader reports and 
account identification fonm. The two Exchanges will also rate avaiWbto 
data each collects fron its clearing nwbers under its rales that require 
cadk clearing nwtoer to have etfldenoe for ea«di of their accounts that all 
futures positions not offset by the last day of trading will be satisfied ty 
deUveryP/ 

CME foresees that requests by the Monetary Authority of Singapore 
("MAS") or the Camdwiion for market information lill b? made thrcogh SIMBC 
or the CME, respectively^^' S»E>C and the CME may, in turn, use the provi- 
sions of Article Ml of the MDS Agreement to reqoest frcra the other Exchange 
infotroatim necessary to respond adequately to fittch requests. As discussed 
more fully in Section VIII.D. belcw, the OC has also agreed to reqpest 
infomaticn from SIME3C upon request by Catmissicn staff* 

3. Speculative Position Limits . Tte Camdssion has required all 
designated ocntract mazkets to establish and enforce speculative position 
limit rules. The CMS currently has such rules in effect for foreign cur- 
rencies and Euratollars, and SIMEX also will hawe speculative position 
lisdts. 

Section 12.6 of the MOS Agreenent provides that, "lejac* Btdiange 
shall establish and maintain ^>eculative position limits. Ohe ^«culative 
position limits established by SIKEX. . .shall be identical or Iwer than the 
position limits establidted by the QC." 
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SIMEX* 8 josition limits for Eurodollars and foreign currency futures 

are 3,000 contracts net for all delivery months oontoiiwd, while the CMC's net 

122/ 

position limits are 5,000 and 6,000 contracts rcspectivelyv— SIMQC woibers 

may obtain ocenptions fron ttese lljidts for positions representing hedges or 

arbitrage against the cash market* It is oq^ected that S3MEX»s detenrinaUon 

as to the appropriate classification of a trade as a hedger or art>itrager 

123/ 

will follow principles generally issued by the CMEJi — 

4, catndasion Acocsa to Infomioticn About the Mutual Offset System ^ 
Although the COrndssion's narket survuillanoe program includes an ext^fisive 
data collection system covering all active contract markets, the 
esctraterritorial ai^jects of the pr oposed imitual offset system, by its nature, 
exclude saie trading activity involving contracts traded under that system 
fron the CFIC's routine surveillanoe data. The Division of Eccnonic Analysis 
has reviewed carefully its access to essential market surveillanoe data under 
the nutuai offset systaa and concludes that it will have adequate ooverage 
roascnably to assure that its surveillanoe of those oonnoditi^ will not be 
inpaired. 

ihB primary surveillanne data needs will involve positions and trans- 
actions of trackers on the CMS* Of seoondsjcy concern are positions in those 
ccntracts that are carried on SIMEX. The Ccnroission will receive dailv 
reports from the CME and from ECMs and CMB clearing mesrbers oovering these 



122/ July IS, 1984 submLssion, p.9. 

123/ CMB has represented that SIMEX is vrarking on a definition of bona tide 
hedgers a:d will use the procedures set forth in CMB Role 543, \rtuch 
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primary data needs, and, fis discussed abcrve, the CPTC vdll have access to 
positions on through the data exdiange agreeme n ts that are, or will be, 

established^ 

Large tzad^ positions that are carried on the Q® as a resolt of the 
nutual offset system routinely will be included in the CPTC'p large trader 
reporting syston jiasft as though the positions originated on the CMS* The 
reportable positions of traders will be included cn series '01 reports, and 
tl>.» identities of those traders will be provided on forms 102 and 40; 
Furthenncce, rhe various special call provisions of the Oommission's rqport-* 
ing regulations, including Sections 18»00, 18.d5, 21»02, and 21.03, will 
appl% because all those sections pertain to positions on a contract marlcet 
rega..dless of wtere the execution of those positions occurred. 

The Comdssion also will receive daily reports from the OMB on the 
size of the nK position of the SIFSEX holding account on the CMS and the 
volume of transactions that Cire executed cn the GME under the mutual offset 
system and transferred to SIMEX. These reports will be included in the daily 
rep o rts of clca^ji^g ineirtxr position*? and transactions that the CMB files 
pursuant to regulation 16*00« Deliveries nade or received by the SIMEK 
holding account also will be reported. SIMBX will siitply be treated as 
another clearing menber for the purposes of those repcxrts^ 

On occasion, the Conmit>sion may need information on positions of large 
traders on SMX, regardless of whether those SMEX positions were estab- 
lislied through the mutual offset system. Jn mast Instajxres \^hen the Ocnnds- 
sinvi needs sudi information, thn CMi market surveillanoe staff li)(ely will 
have determined that it needs the information for its cwn surveillance 
ef fcnrts. The Oamdssion could then review the data collected by the QC. 
Ihe Division of Eoonaidc Analysis is satisfied, hoi^ever, that even if the 
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needed infetmatlcn l» not already available frcm the OC, the understandings 
reached with the Q® and discussed with the i9S should provide adequate means 
of d)taining reqijired infctination fian SIMBC. Ihe Division is a.*are, how- 
ever, that access tc such infonration fron SIME3C dQiends upon a degree of 
cooperation by SIMDC and the MRS that cannbt be fuUy guaranteed by either 
the ae or the Camdssion. 

5. p<A>licly Availftele Infoiroatioo . The CMB and SIMRX plan to make 
)Ad;>lic dally Jn Uio lhU.ted States dntn olxxit roarket activity on 8JMS9t in 
contracts traded under tte mutual offset ^ston. Each business day, the 
Statistics Department of the CUE wiilj (i) publish by 8:00 a.m. (CSr) a SIMEX 
'Prelindnary Daily Infarration" aiheet that details the hi?^ and Iw SUBS 
prices, aloi^ with SIMEX settlement prices from the SDEX trading session; 
(ii) record on htercLine by 8:00 p.m. ICST) the high and low SIMEX prices, t!»9 
SDffX settlement prices and volune and open interestj and (iii) publish by 
6:45 A.M. (CST) cn the next day a QC prepared »SIMEX Daily Bulletin." The 
Bulletin will include the high anc* low SMSX prices, the SIMEX settlement 
laices, antl the vduie and open interest on SIMQC. Bie CWB's <dearing house 

will also record the noBber of SWEX deliveries on its telqphonic recording 

124/ 

of delivery infornation 8:00 p.m. (CST)-s — 

The CMB has been advised by SJMBX that SIMEX will be a contributor and 
si4)8criber to the Iteuters ^tent. Reuters will provide a "standard feed" 
to Iterate in order that Telerate may also distribute SBffiX prices throu^ 
out its intcxnational ncbworlc. SIMEX also has the right to ncndnate addi- 
tional parties to interface with Reuters. It is anticipated that Rpxters 
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will distribute real time cpx>te6 on a tran8action^.y-transactici> basis, price 

125/ 

cihangesr settl««wt priccsr opening ranges, and volume8T— 

These prwisKwi of OB for providing and pcbUshing nartet infoma- 

tic« are adequate and essentially are oarpar Ale to the Oormdssicn' s reqaire- 

„e„ts for donestic ««*ange9 to pukliA nartet Information, as provrlded for 

in Sectkn 16.01 of the regulations under the Act. 
C. oonclusicn . 

Although the ocwtDdities selected by the CIC and SMX foe the ^ 
tionof t*eir trading link present a Im lilcelitoood of experiencing signifi- 
cant nartet prcblems, there Is still a need for effective, cooperative martet 
surveillance programs by the Exchanges, i^e CUE and SIMEX have recognized 
that need and have included in the MOS Agrecnent several inportant market 
surveUlance provisions, ohese iixdude the requircnent th*it SIMM maintain a 
large trader tq»rting systaa ocnparable to the OC' s, that SIMEX est^ sh 
speculative position limits vith levels no larger than the Offi's 13M and 

that narket surveillance infcrmtion will be proydded by one BcAange to the 
other within 24 hours of a request. F\r:themDre, the CMB and SIMEX already 
have begun cooperative surveillance efforts thrwgh training and tecimical 
assistance pcograRe that the CMS has condocted for SSMK staff . Ihe Divisim 
of Bcxwmic Analysis believes that iJio measures that the CME and SIMEX have 
ayreed to institute regarding joii.t market surveillance activities should be 
sufficient to assure that the cke's ability to perform effective surveUUnoe 
over its -wn markets will not be impaired under the itutual offset system. 
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In addition, the Division o£ Economic Analysis has reviewed the market 
surveillance data the Ofwtdflsion will receive relating to activity In the 
nutual offset system as weU as the data on SIMEX market activity that will 
be published within the United States* The surveillance informaticn most 
needed will be provided routinely under the CPlC's existing surveillance 
reporting cystm* to buttress that :^stero, the CMB has agreed to request 
surveillance data fron SIMEX ir requested to do so by the CaimLssion, and 
officials f rof the MAS have expressed a willingness to do the same. In 
aadition, a fonnal means of exchanging confidential informaticn with the MAS 
under the terms of Section 8(e) of the Act is beijig pursued with MAS by the 
Division* Due to the nature of the coimcxiities that will be included in the 
mutual offset system at its ooctnencement, the Division of Econanic Analysis 
expects that csedtanges o£ infonration bet»F»en the Ccnmission and MA> will be 
infrequent. Accordingly, the Division believes that these informatiai 
sharing agrranents will be satisfactory^ Ihe information that the C«B and 
SIMEX will make piiblic in this countr/ is ccrparable to v*iat is available 
concexniJig trading cn domestic contract markets and should be beneficial to 
traders using the >Tutual offset systxm. 
VIII. Tradg Practice Surveillance 

A. CMS Rules ana Comdssicn Regulation 1*51 

Proposed owe Rule 970 provides that "Itjhe procedures for trading, 
clearing, etc., including tte duties of a clearing raenbsr to its custoner and 
the ri^xts of sucJi custorer that are not qpecifically covered herein shall be 
governed by the rules of the Exchange that are consistent with this jf^,"" 
Whidh sets fortli the rights and responsibilities of clearino vierhers partici- 
pi^ting in the mutual offset system. Thus, all of the present OE rules 
goveming trading infractions and trading practices will afply to CME 
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participants i« the nwtuaX offset systaft. It should be noted, however, that 
CME rules wiU not apply to the e«cution and clearing of trades on SM3C. 

CHB has rep»»anted that it BBintalu a continuing affirmative 
trade practice sorveillanoe prcgraro a? required by Ocradsslcn regulation 
1.51. Its investigative ataff will oontliii» to investigate costOKa 
plaints and alleged or apparent violations of CME rules, inclufling the rules 
inplonenting the motual offset system. In addition, the (MB will maintain 
its procedures for discipllnaiy action in the event of violations of its 
«ae9l2i' Of course, trades originating cn the OiB will be trades Whi<4i are 
entered on or subject to the rules of a contract market, and the oiS will 
accordingly be fully responsible for enforcement of its prograa with respect 
thereto. 

B. SMEX Rjles and Surveillance 

ate systems and rules being adopted by SIMEX, if observed, afford many 
of the protections found on regulated dcmesUc markets. Specifically, SIMBC 
has agreed to nointaln sone form of open outcry system as used in the United 
Sfcate^^ SIMEJC also has adopted rules, >Mch parallel those of the CMB, 
with respect to fraud, bucketing, manipulation, the withholding of OJrders, 
trading ahead of or opposite custoroar orders, cross trades, and prearranged 
trades, among other^' smac has agreed to it«dtor and enforoe these rules 



126/ Marai 12, 1984 submission, p.3. 



127/ MOS Agreenent XlV(a) ? SIMEJC Pule 512. SMX Puis 512 provides that the 
^ DSrd^Sl^scribe other methods of trading which is intox3ed to allrv 
for blackboard trading if it is ever deeoed necessary. Oanrore 
Camdssicn regulation 1.39(a) (1) (ii) . SIMEJC Bule 526 provides for 
exchange of futures for physicals transactions. 

128/ SIMBC Rules 415, 416, and 510-531. Churning is prohibited by SIMBC Rule 
923. 
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a.vio.r.^toi'— •^'^"-'^ ^'^-'^'^ 

- K,««<« in "mterial" SMEC rules i*idx 

has cximdtted to rotify CHE of any «4«nges in mterwi 

include «08t of the rules respecting trade practices cited above^ 

Ofte SIMM appears to have the abiUty to ««t these camitir^ In 

p^cular, the SIMEX Oc^ilarK* Departi«nt will l«m five investigators and 
will r^ to the SB«C Busix^s cc«»ittee. ^ 

senior of facial of the Mcnetary ;^ity of Slngap^ SIMEX is 
aevelcping e prcc^ i««u«a to pr^ guidance to its st^^ 
^ practice surveillan«i2i/ ,n this c«,necti«, the DivisK^ of leading 
a«d Markets h-s pro^ SIME>C with infornatim ccn^^ 
c^, and representatives of SlHDt ha« »et with the Divisions of Bccnanic 
n^,^. Trading and Harlcets, and t^r^ to acquaint themselves with 
the O.S. i^rlcets are ncnitored and to cl^erve Cc^ 

for performing such monitoring functions. 

OB has contracts to assist SMX In iinpl«enting the mrtnal of f set 
systan by assisting in the traini^ of SIMEX staff, clearing i«*ers, and 
traders and by providing assistance in ««pli^, surveillance and financial 
audits. ^ types of assistance contenplated axe the developnent of systems 
procedures, training and, initially, j^rfondng services on behalf of 



129/ HQS fttpnecitent XIVCW. 

131/ July 18 f 1984 suJwdssicn, p.lO- 
132/ July 18r 1984 sctedssion, p.H. 
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SD©^' CMB has already sent its Director of Audits to STMEX to train 
SIMEX staff with respect to financial scrveillance and audits and vxll send a 
ocnpliance staff representative to Singapore at the cutset of trading through 
the link to assist in answering any oorpliance questlcns that itey arise* 

SIMEX intends to maintain trading records to assist in its rule 
enforoerent efforts and will require retention of cross trade records, 
trading cards and custoroer orders for two ycMa^^' In this regardr SIMDC 
Rule 408 .D requires that a non-mortoer custoner sutenit a claim or grievance 
for arbitration within one >«ar of the action giving rise to the clainu CMB 
haii stated, however, that SIMtX will review its retention rules and amend 
than as necessary dKuld the two-year retention period prove to be 
inadeguateP^^ 

Aodit Trai ' Data and Time-Stanpincy Requirements 

1» CME Requirements 

As discussed above, current C^fft reoord-Koeping and time-stanping 
roquix«jwits will alBo apply to transactions under the imtwaJ offset system 
pursuant to proposed CMB Rule ft70. Confirmation informticn maintained by 
clearing umbers and CMB clearing house documentation will be essentially the 
sane as that for any other position executed on the QIE* 



133/ MDS AgpDeement Article IV* 

134/ May 18, 1984 submission, pp.lB-i9- 

135/ SIMEX Rule 523 presently pnjvides that cross trade records mist be 
retained for one year* However, CMS has stated that SIMEX plans to 
onKsnd this rule to require retention for 2 years. July 18, 1984 
submission, p. 10. SIMEX Rile 525 requires retention of trading cards 
and customer orders fo- 2 years. 

136/ July 18, 1984 submission, p.lO. Representatives of the MftS have advised 
(Etetnote Continued) 
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OiAsrs received for execution pursuant to the nutual offset system 
nust be tiBB-staaiwd cn receipt by the clearing woitoer and cn return after 
execotidi just as vith other Drders placed cn the C«B, and aust be retaiJ»d 
for five year^^ In addition, CMB has proposed an atnendment to Fule 931.K 
to require that orders "received by a oomodity representaUve for execution 
pursuant to the Mutual Offset System irust be tiwe-staitped vpxi transmission 
to the executing clearing ne>.bcr."^' 

2. S3MEX Itooords. Atxcunt Identificat ion and Tjne-Stanping 
Requirenents 

SIMa( will itself have an audit trail vhia» is sunilaCr if not identi- 
cal, to that required of damestic exchanges. The exchange vdll maintain 
Time anc* Sales records which will reflect all price flanges timed to the 
nearest ten seocnds. These records will be made available to clearing 
necters, oaipliance staff and to the pcblicP?-^ In addition, the sncx 
clearing house will require clearing maitoers to identify valid executing and 
opposite brokers on clearing sUps which will be retained by the clearing 
hc-jse. Ihis inforroticn will also be available to ccnpliance staff. SWEt 
will have the capacity to produce a broker run (report of a breaker's cleared 



{Footnote Uxitinued) 

the Division that when MAS has opened an investigation of a regulated 
entity it can obtain documents without having to go thzcuc^ legal 
process, thus allowing for esqsedited access to docaxnents. 

137/ OB mies 536 and 931. K, as incorFOcated by proposed OE Itale 870. 
138/ May 18, 1984 sufaidssion, p.26. 

139/ These Tiae and Sales records are currently prepared manually through 

qxx>te caniS prepared by Exdiange staff and time-staitped to the nearest 

minute. SiMOt expects, Iwwever, thnt the records will be prepared and 
stored by a caiputer by the ccnmenccnent of mutued, offset trading. 
May 18, 1984 atotdssion, p.l9; July 18, 1984 sutmission, p.lO. 
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tradssonagiv«nday) if neoessan^i^' SUffiC will also generate clearing 
hoise T^rts similar to those generatea by CMB such as a trade register, 
recap ledger, ui«atched trade notices, volume, booght/sold, and a cleariJKf 
fee report. CMB does not expect volwte on SIMEX during the early stages of 
the link to be large enough to require any additional runs for ocnplianoe 
141/ 

assistance* — • 

SlMK's clearing house requires that all trades cjeocuted en SDEX be 

reported on a form specified by the clearing hoa*^ within thirty minutes of 

execatior^^ Following hourly block matctei. (matches of trading data except 

for quantity) , clearing inaiters wil? be provided with a Ust of all trades 

143/ 

matched since the last report and of all unnatched trades.— 

SWac requires each floor trader and floor broker to record each trade 
showing his nane or syntsol, the name of his clearing nwber, the opposite 
broker and clearing naiber, date, price, quantity, ocomodity and oowtract 
nonth, and to soianit that recwrd to his clearing neBberr^^ SIMEX also 
requires that all orders and personal transactions of inenbcrs be recorded, at 
the time of execution, cn either the order fom or personal trading card. 
The reToid must indicate the date, oaimodity, contract month, quantity. 



140/ May 18, 1904 svixnission, p.l9. 

141/ vby 18, 1984 otndssion, pp.19-20; SIMEX Holes 810 & 811, 808F. 

142/ SIMEX Rule 808A.f January 25, 1984 lett^ froa SJMEX Clearing House 1 

all Clearing and Corporate NoorClearing Mcnbers, pp. l-2f July 18, 1! 

submission, p.H* 

143/ The SJMEX clearing process, including blodc matches, is set forth ih 

Pule 808 and in the January 25, 1984 letter noted in the preceding 

footnote. 

144/ SIMBC Rule 508. 
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^.^cppositBhtdi^BrAcle^i^t'^* Each otdcri«st be entered 
on an order to showing the custoter aesignatioi, -Kust readily 

ictotify the account for which the order was giv^^ 

•me Divinlon of Troding and Harlceta expressed oonoem that identifica- 
tion p£ accounts for which an order was given wcold be cnly by account 
m«ber, «^ that SIMEX conplianoe perscnnel woold not be «4>1^ 

identify trades for a brcker's personal acooont in attaqpting to detect 
abuses such as trading ahead of and ofposite custanar order^/ SIMBC has 
i,.f on«d the QE that brokers arplpyed by authorized clearing menbers may not 
trade for their own accounts. lo the extent other, individual n«»-clearing 
„«*er8 »ay fill.orders for firn^^ in order to ncre easUy identify these 
account types, siMEX has adcpted a reguiratent that trade confi««ation cards 
laescribed in Section Ill-B of this netorandum) induae a sj/ufcol, which is 
similar to the custa«r type indicator required for danestix: transacticns by 
CorndsBion regulation 1.35(e) , which indicates whether the trade vas for 
(1) a broker's own account, <2) a house account, or (3) others, including a 
custcoeri^S-^ Tte Dlvisi<t> beUeves that this requir«nent will enable SIMEX 
ccBpUance staff to readily identify account types and will, therefore, 
assist in trade pcactioe surveillance. 



145/ SIMQC Pule 525. 

146/ June 28, 1984 letter fron the Division of Trading and Markets to the 
CMB, p.6. 

147/ July 18, 1984 stflanission, p.ll? SIMEX ?ule 227 (a). 

148/ JUlv 18. 1984 sctardssion, p.ll. SIMEX prcvicwsly required «at tjte »rd 
— SSIciJ; SSther the trade%«»s fcr^ accost of t^ecloar^ ««ber 

itself, another maiber, or a non-menber custaier. January 25, 1984 

letter, p.3. 
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SlMEX Role 525 reqoixes that custoiBr orders be dated and tlme-stanped 

both "When received and >toen returned after execution* Division 

of Trading and Markets was conoemed that Roles 508 and 525 do not require a 

broker to record the tine of ^cecuticn cn the trade ooonfirmatiOT card or 

order slip and^ therefore, that it would not be possible to establish the 

time of execution excqpt as between the tines reflected by the two required 

tine-stamps^ In addition, a broker's personal trades would be recorded only 

on his trading card and a trade oonf irmation card, neither of vAiich is 

tiite-stanped. Thus/ it would have been difficult to establish violations 

149/ 

such as trading ahead of customer orders or wash tradingi — CME has adirised 

the Division, however, that SIMEX has since instituted a 30-minute bradceting 

system similar to that of the CME and underta)cen to require bradcet notations 

to appear on the trade oonf imation cardsP^^ 

D. CME and Ccronission Access to SIhEC Market Infcginaticn and todit 
Trail Data 

In response to oonoems raised by both Divisions %dth reqpect tn 
Ccwndssion access to market and audit trail infonnaticn frcm SMEX rfioold 
such infbmation be necessary to a Commission investigation, CMB has xndi- 
catod that it understands the potential need for such infornkitlon and is 
willing to cooperate with the Catitdssion in this r^ardi^^ The Divisicans 
anticipate that, in nost cases, the CHE will cooperate with the COttmissicn cn 
an infonnal basis to obtain information from SIMEX* In general, the OflS and 



149/ June 28, 1984 letter fron the Division of Trading and Markets to the 

150/ July 18, 1984 sufbmission, p. 11. 
151 A August 23, 1984 letter fron CME. 
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the Camdsslai have the same Interest in protecting the integrity of the 
.narkets and the imitiial offset e^Stm, R>r that reason, the Divisions expect 
that v*ere the Qitndssion is ooncenied about possible violations of the Act, 
the OE will be equally interested in pursuing the matter, and wiU have an 
obligation to do so at least to the extent that the conduct in questicjn would 
violate the rules of the CMB. Thus, CUE anticipates that it will request 
fran SIMEK an/ information which relates to a CMB investigation of a possible 
market disruptioi or violation of EKChange rules. The CMB haw also 
undertaken to dotaln infotmation Iran SIMEX upcn request by t)ie Oooinission. 
again, as noted in Section VII of this Metiorandum, OC has represented that 
nadcet infannaticn will be made available to the Ccwnission »and MRS) through 
the Exchanges, which will mate the requests for information pursuant to 
Article XU of the M06 Agreenoit. 

In atJdition to the volmtary, infomal process described above, OB 
has separately undertaken to use reasoiMble efforts to cbtaln inforination 
fron SXMQC upon request by the Canmission staff should thar. be necessary. 
The Divisions expect tha'. sud» requests would be made relatively 
infrequently. CME would be expected to use reasonable ef tor'wS to cbtain the 
infornation, but would not be required to initiate legal proceedings, 
terminate the agreenent or declare a dcfwlt if SIMBC were to refiise to 
provide the informationi^'' Moreover, this undertaking rs additive and is 
not intended to limit the Comdssion's authority or practical abiUty to 



152/ August 23, 1984 submission. This is the sane undertaking referred to in 

section VII-B.4 6 C of this manc«and«n. 't^e CME's August 23, 1984 

suhaissicn supersedes its earlier undertai^ings on this subjert, dated 
August 3 and August 14, 1964. The Agreements bet>ieen the Qcchanges do 
not address the responsibilities of either CMB or SIMBC to provide 
information to the Connission or the MAS. 
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assure (MB responsiveness to Ccnodssion i ,fonna£lon requests nor does it 
Unit the Conmission's diiUty to use other ranoddes at its disposali^^ Ihe 
Divisions are aware that obtaining this infonmticn fron SMBt necessarily 
depends on the cocjjerBticn of SIKEX and the »^ *Mch car-TOfc be fully 
guaranteed by either tha or the Ccnmlsslon, although such oocferation is 
presently anticipated. 

As noted in jsectloo VII of this TnenocanAin, the Divisions hatve also 
discussed with officials of the MhS the need to establish a fonral liaison 
for the purpose of ^dunging ccnfida.' ial InConnatioii vAien necessary for 
marXet surveillarce or investigative purposes. Since the MRS will ooc-qpy two 
seats tn the SJMEX board w directors^ including the Chairmanship, and vill 
also diair the S3MB3C business conduct ocoitdttee, the MRS will have direct 
involvement in the regulation of SlMBt and access to data on SIMK trans- 
actions. Officers of tlie MRS have expressed a wiir.ingness to establish a 
relation^p with the Ccmdssion for the purpose of exdia^igirg ccifidential 
infonnation. The Divisions intend to pursue the caipletJ.cn of the arrange- 
ront with MRsi^i/ 

a)ie Division of trading and Markets believes the CHE'S assertion that 
the nutual offset system audit trail availit)le at the CMB and throug^i its 
clearing nenbers will be adequate to assist the Gomnissioh or CMS in any 
investigation of unlawful activity which may have oc^-urred in the united 
States, nie CMB has indicated certain additional retxards will be produofed as 
the result o* nutual offset sudi as the inter^^oOiange clearing naroranda. 



153/ August 23, 1984 suhmlssinfi. 

154/ MRS already has other infomal cooperative a r r a ngements with other 
united States regulators.. 
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clearing of«ice ordetB Identiiied to link tranBacticns, costower 

con£ia»tior.3 and the witual offset match r^rt, all of will be of 
assistance in iiwestigations of varioa'j types of trading ^ Pi^^Y. 
QE asserts that the latter report will be reviewed routinely Iv ocnpliance 
staff in oruer to detect possible trading intgularities by CMB clearing 



In making the above r^oesentations, however, OlB has nede clear that 
it will not undertake to atterpt to detect or prevent trading abases that may 
occur on the S3MEX floor. The dC notes that SIMBC has agreed to enfixce its 
ru>- at it has a ootplianoe staff for that purpose, and that SMEX's 
n»:» c ^ as broad as those of totesUc contract nartets. In particular, 
ac"^dation tracing and prearranged trades are pixWtoited by SIMEX rules 
ano will be the responsibility of SIMEX staff to detrct. CMB also asserts 
t^et its clearing nobers will nonitor trades ejtecuted cn SMX for db-ises in 
oiaet to prevent losses to theneelves and their custcrers and the ensuing 
loss of custaier confidence and business. Also, as noted abc-ft, ea* 
Exchange has awtiiority to revoke the abiUty of pnblm firms to rperate 
through the link. Finally, OlB states that it wUl request that SnffiX doior.- 
strate that it is enforcing its own rules should the CMB be made aware, 
either through caiplaint or otherwise, that a pattern of questiowtole tradiJig 
practices appears to be occurring on SIMEK-* — 



155/ May 18, 1984 sutmission, pp. 17-18. 
156/ Vlay IZ, 1964 submission, pp. 16 & 7. 
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E. Oonclu jon 

The Division of Trading and Martets believes that CMB's and CTlEX's 
rulftB and prograns for trade practice surveillance provide an adequate basis 
for affirmative vwveillanoe of trade practiass and detection of possible 
violations. Both Exavinges' rules prohibit substantially identical conduct. 
In addition, as represented to the Division by CWE, the audit trail data and 
tii«-st«Tping and account identification requirements on SIMBC appear to be 
sufficient to assist in the investigation and detection of trade practice 
abuses. In particular, the idaitification of a broter's personal trades and 
recording of tiire of execution by bradcet, in addition to the required 
tire-staitps^ are responsive to the Division's concerns with respect to the 
abilif/ of S1ME3C to detect trading abuses such as trading ahead of or oppo* 
site custoRer orders. Although the Division of Trading and Markets is 
cxsncemed that SMEX intends to retain these records tor only tvo years 
rather than the five years required of contract markets under Cdomission 
regulation 1.31, this ^lortocining does not signifiomtly diminish the siib- 
stantially iricrcased level of protection that will be avail d^le to persons 
trading through the mutual offset system reletive to custaaers trading on 
other foreign narkets* 

The Divisions are satisfied that the Ccnndssion should be able to gain 
access to certain infonnaticn from SIM3C either through Q« or MftS pwrsusnt 
to the undertakings noted aLcve and informal cooperation* In addit i on , the 
Ccnndssion will, of course, have access to any data available on the O^B. Tt> 
the utent tiiut has and caii proF/ide trade data and will be conducting its 
own trade foBctioe surveillance, some additional procections are afforded to 
custoiers, even thc3w^ that data and surveillance nay not be et^iivalent to 
that vAiidi would be requirrd witl> re^^pccL to purely dcroestic transactions 
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under tl*e Ccxnni88ion'& direct oversight. In ocmclusion, it should be noted 
in this respect that, currently, orders executed on foreign markets are not 
subject to oversight by the Ccnmission or by any donestic contract irexkct and 
that none of the protections provided by the mjtual offset systan are avail- 
able to custaners trading on foreign roarlcets. 

DC. BnegqencieSi Default, Delistinc^ of Ocmtracts 
A. ati ftr qenc y Actiona 

*n)e WS Agreem&nt provides tlvkt eoch ficchange is entitled to declare 
on emergency condition with re&pcct to any designated &tures contx^ftct and to 
take apprtjpriate acticn as provided by its rules. In the event that cither 
Escchange declares an emergency tc exist, it is to provide notice of that 
action imn&diatcly to the other Exchange. TTie EKtittange contenplating ener- 
gracy action is to use its best efforts to ccnsult vdth the other Dcchange 
prior to taking acergency action imless the i^ropriate ocmnittee of the 
E^ochange determines by urianiroas actia^ that the circumstances require that, 
the action be jroediate. In such a case, the acting Exchange shall give 
notice to the other Exchang'^ as sonn as possible. Each Exchange may taJce 
action only with respect to its Oftrt clearing mesbers and not with respect to 
the other Exchange (except as otherwise provided and described belcv) • (The 
sane provisions will appxy to actions taken to deal with physical emergenr 
cies, i.e. , each ^cdiange will apply its own rulej.) On CME energency acticn 
nay be taken by the Board of Governors. On SIMEX the General Manager has the 
authority to act with respect to physical energencies. 

The right of an Dcchange to take emergency acticn my include action 
vduch will have the effect of modifying the contract specifications or of 
altering the final delivery date of a xntract. However, under the MOS 
Agreenent such action m^ not modify the obligations of the ^dianges to one 
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another under the W& Agreenwrtt and. In particular, their respective liabili- 
ties for existing positions created as a riasult of inter-ewiiange 
transferP^' 

The Ocehanges have also agreed to make efforts to coordinate the 
taking of esexgency actioi to ndnlnlze any possibility that sudi action wiU 
be dctrijiental to the other Exchange or its clearing roenbers, and to consider 
the recarwendaUons of that other Eiediango during the csnergency condition. 
Further, *lijf one Excshange takes ettergency action, the other Exchange niay 
also taJcB eaergcncy action ip accxardanoe with its rules"-r— To the extent 
that the failure of the Exdtonges bo act in ocsncert wooW itself have a 
deleterioas nertet effect, the Ccninission could exercise its own eroergency 
authority untter Section 8a (9) of ''he Act. 

The t«S AgrecHEnt furtter provides that, in an energcmcyr an Etoiiange 
may liquiilate the positions in the holding account of the other Dcchang.. if 
it detexndnes by unaninous vote that sudi action is necessary* In siKih 
ciroanstanoes, the Exchange declaring the emergency is to give praipt notice 
to the other Exchange, and that other Excdwrnge is to liquidate a oorrefipond- 
ing nunt5er of the posiUons in the holdang acccwnt of the F^udiange with the 
atergency at the first opportunity in order to balance the inter-exchange 
position and to reduce its oqposure. Aiy liquidations are to be made in 
accordance with the rules of each Exchange and a general requireraent that the 



157/ KCS Agreenent S12.4, Ml and 2, 

158/ MDS Agreenent S12.4, 54. Bach Dcchange has designated an individual, 
and an alternate to receive notice of einergency action at any hour of 
the day* Id. at 95. 



i 
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pxocess be esecuted in suc4» a way as to mitigate aawagea,— Settlement 
variation for the positions being liquidated Is to be calculated, in 
aooordarce with Article Dt of the MOS Agreanent, based upon the difference in 
the settlement price on the applicable exchange for the previews trading day 
^ the liquidation price. n» liquidation price will be set b/ the Ejcdiange 
taldng the energency action as provided for by its rules, again with the 
caveat in the fDS Hgreenent thvit the price be selected in such a way as to 
ndnijrdze the exposure of either EKchange. These provisions were adopbsd in 
order bo permit the Exchanges to act independently in an awtrgency without 
risJciiig undue financial exposure. Eaca> Exchange shall pay to, or receive 
froft, the settlenent account "settlement variation with res,«:t to the 
positions on its books that have be2n liquiiteted."^^'' The MOS Agreement 



159/ MOS Agxeonent 512. 5, fl. The other (noo-energency) Exchange is to irate 
every effort to inaxijnize the amount of settleaent variation paj^le to, 

or ndnimiae the variatien receivable from, the set^-lanent account a& a 

result of the liquidation. 

160/ ^DS Agreotent §12.5, 52. Kew positions tdLCj,, positicns *&ich have not 

been previously narked to the market) will have settlement variation 

calcuSlated based on the difference between the trade price ana^the 
liguidaticn price. CUE Fules 230(1) and 411B. provide for taking^ 
^^rgency action, including setting of the liquidation pr^«-^^4™°^ 
Ptile 40C.B contains similar provisions. Section 12.'^ of the K» 
Agreoient further prcwides in Paragra^iw 3 and 4 as follonsi 

If all the positions in the Holding Aoocunts 
with respect to a particular delivery month 
in a particular Designated Futures Contract 
are liquidated, the Ebcchange with the emer- 
gency condition shall pay to the Mutual 
Offset Settlement Account the amcunt of the 
deficit, if any, that exists in the sdb- 
acooun*- of the Mutual Offset Settlement 
Account applicable to soct. deliv»cy month in 
such Designated Futures Oor^tract iionediately 
following such liquidations on both 
ficdianges. Ihe Eicchange that did not 

(Footnote Continued) 
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provides for settleanent account adjiistirehts Which are intended to net the 
cxcaianges- ^ligations to each other with te^pect to the liquidated ccntracts 



(B^)OtxK)te Continued) 



initiate the liquidaUcns in reqjonse to an 
aterjency condition shall be entitled to 
receive the pof^itive balance, if any, that 
escists in such sub-account imnedial^ly 
follOkfing such liquidations less the atnount 
of setUatent variation, if an/, paid to the 
Mutual Offset Settlenient Acxxwnt by the 
EbaA^ange with the emergency ooftiition as a 
result of such liquidations to the extent 
that a positive balance resulted from a 
payment of settlenent variiUcn by the 
Exrharige with the cficrgency condition which 
airoant shall be paid to the Exchange with the 
cjiergency ocandition. 

If less than all of the positions in the 
Holding Accounts with respect to a particular 
delivery month in a particular Designated 
Futures Contract are liquidated in response 
to an emergency condition as described above, 
a separate sub-acoc3unt of the Mutual Offset 
Settlatent Account shall be created prior to 
such liquidaUcn for the positions to be 
liquidated • Xnnediately prior to such 
liquidations r a portion of the positive 
balance or deficit existing in the initial 
<-jb-aooount of the Mutual Offset Settleront 
Account applicable to such deUveiy month in 
such Designated Futures Contract shall be 
transferred to tte separate siib-acoownt in an 
amount equal to the anount of the positive 
balance or deficit in the initial sub-account 
multiplied by a fraction ^^ch represents the 
ratio of the nunber of positixaos to be 
liquidated to the total nupber of positions 
in the Holding Accounts with respect , to such 
delivery month in such Designated Futures 
Contract* Immediately following sue* 
liquidations the Exchanges shall pay to, and 
be «ititled to receive from, the mtual 
Offset Settlement Accamt amounts with 
respect to the deficit or positive balance 
that exists in the separate sMb-acoount in 
the sacne manner as provided in the 
jjimsdiately proceeding (sicl paragraph of 
this Section. 
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to zero. Insofar as tra«3«i which have been eocecuted under the imrtual offset 
system have not been transferred at the tii« of the declaration of an 
energeocy and a decisicn to liguidate positions, they wxll renain local 
trades xHOesa the Btdw^ \dth the emergency detetudnes to accept them for 
clearancei^' Any sue* determination will naturally depend upon the circum^ 
stances lAddi created the sRiergency. 

OS Bales 230 and 411.B give the Board of Goviemors and the Business 
Oondoct ocomittee, rcsfpectively, the authority to declare emergencies by 
twt>-thirds vote and to take various types of action in xe^cnse to the 
energency, including, but not luidted to, the tenninaticn of trading, liitdta- 
ticn of trading to liquidation only, liquidation of positions, fixing the 
settlement price for liquidation, and re^iiring additional margin. B»is 
authwity is oonsistert with OonoLssion regulation 1.41(f) tducti permits an 
exdiange to place a tenporary emergency rule into ijBnediate effect by a 
two-thirds vote of the governing board, or to authorize by tenporary emer^ 
gency rule the taking of action by a ccmdttee to meet the emergency. Oie 
CMS rules will ^ly to the taking of emergoKy action pursuant to the MOS 
Agreencnt except where the CME determines llqiiidaticn of positions in SIMDC's 
hulr>ing account is necessary, in vvhicft case unanimous action of the Board or 
Comai^tee wo-jld be required. This appears to be a reasonable limitation on 
tha authority of the Dcchanges. This nxjuirement i^lies equally to both 
EKdianges and sixjuld operate to protect the Ccdianges f rem the unnecessary 



161/ See August 3, 1984 sidxidssion, p.2, item 3. 
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liquidation of tlieir positions on the other Exchange. -Oie Agreeraent does not 

162/ 

otherwise restrict OlE's (or SlMEX's) eibiUty to deal with an emergencyr— 

The MDS Agieenent has no effect on tiir Ocmnission's authority to 
declare an emergency undftr Seccim 8a(9) of the Act and to taJw apprciariate 
action therwinaer. Although the ConnAssion has no authority to ccnpel SDEX 
(or CWE> to declare an dergency. Section 8a(9) does authorize the Camds- 
sion, in the event that the CcmnUsicn believes that an onergency exists, to 
direct the Q!E to take sudi action as in the Coimission's judgment iray be 
necessary to maintain or restore orderly trailing in or the liquidation of any 
futures oontrad^' The MDS Agreement docs not create ajiy cijstacle to 
oonpliance by the *«ith such an order. The Conidssion and the Monetary 
Authority of Singapore have also agreed, in principle, to consult, vihere 
possible, respecting energency conditions tiat nught affect the imtual offset 

^ 164/ 
systaas — 



162/ Slr<BC Rules 402 , 403, 408.B and <09.B give the Clearing Ilouse Conmttee 

("QC") and the Business Oonauct Ccwidttee ("BOC") the authority to 

declare oiergencJes and take action with respect to their areas of 
concern, the DOC's authcarity covers events *Mch threaten the 
irtegrity, liquidity or orderly liquidation of a contract and i nclude s 
authority to liquidate oxitracts and set the settlement ^ice, among 
other things. The QIC's authority pertains to the financial integrity 
of the Exchange and permits it to require special or advance i<ar«^- 
Corinittee actions mist bo by two-thirds vote. Tho Board and the MAS 
nusf be notified as soon ar possible. Nothing in any of these rules 
limits the authority of tht Board, other coiuilttef s or the General 
Manager to act in an emergency in accordance with the rules. 

163/ Section 8a (9) further provides that, as used tl^^oin, theterm 
— "e»iergen<y" includes "any act of ... a foreign goverment afzectang a 
occinodi^. » • . * 

164/ Ttelex froB Susan M. Phillips, Chairman, Ccrncjdity Futures Trading _ 
ccntrdssion, to Ng Kok Song, llanager. International Departmeirt:, Monetary 

Authority of Singapore (February 17, 1984); Cable frtw Ng Kok Song to 

Susan H. FhiUips (Marc^i 2, 1984). 
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B. Default 

Article XWl of the K» Ajreanmt governs default, rights and remedies 
and provides that a default shaU occur: (1) if either EwHange fails to 
disaaige any of its payment obligations. Including paynwit ctoligatlons under 
Articles VIII or IX iwargins and scttlenent variaUon) ; (2) in the event an 
order of bankruptcy is entered, or in the event reorganization or any similar 
relief is aou^t or, with certain qualifications, a trustee or receiver or 
other pcrscn is appointed to preside over either E>t<ijange»s prcperty» (3) in 
the event either Exchange makes an assigrment for the benefit of creditors, 
files for voluntary bankruptcy, rcorganizatoon, or other relief; (4) if 
either Exchange fails to meet its contractual cWigations vdth respect to any 
positions in the holding accounts; (5) if either Excijange, in the reasonable 
jud^rent of ihe other Exchange, "shall be in inrainent danger of being unable 
to meet its financial ox contractual cbligaUons or of beconing insolvent"; 

(6) if either E>c<*ange fails to lacovide the other with arv inftMonation 
relating to large trader positions or in respchse to a special call; or 

(7) if either Exdtange fails to maintain the letter of credit referred to in 
Section 9.5 to secure the settlonent account. In addition SMEX ^lall be in 
default if it fails to naintain the SlMBt Letter of Credit re<5)ired by 
Article XEt^' 

In the event of default the other Exchange may, in addition to all 
other ri^its and remedies in the H06 Agreaient: tl) apply margin deposits to 
the ctoligations of the other ficchange to make scttleroent payments when and as 
they beocne due; (2> apply security oc othwr assets of the other Btchange 



165/ MOS Agreement S517.1 and 17.3. 
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vMch axe avallabjie to discharge the obligatiois described above as the/ 
becate duer (3) if the default exists as a result of a faUure tonake a 
payirent of mrjin or settlatent variation (or a failure of SIMBC to maintain 
tie SMX TiCtter of Credit) , then the Exchange nay liquidate positicns in the 
holding account oi the defaulting Exdiange pursuant to Section 17.6, as 
discussed below, and (4) rispend operation of the nutual offset ^rstan as to 
all subsequent tradesi^' 

In the event of a default resulting fran a failure of an Exchange to 
,»et its pajptent ctoligations, the nc.>-dBf aulting Exchange may liquidate atrf 
and all positions in the defaulting Eicchange's holding account at the 
non-defaulting Exchange pursuant to its rules and after giving notice to the 
defaulting Exchange. Hhe not^faulting Exciiange shall also be enUtled to 
direct the liquidation of positions in its holding account on the bocks of 
the defaulting Exchange. Settlatent variaUcn is to be calculated based cn 
the difference between the settl«ne«t price for the previous day and the 

liquidation price, as would be the case with liquidations made during emer- 
gencies, described abo«. However, for purposes of debiting and crediting 
the setUenent account, the liquidation price for posiUcns of the defaulting 
Exchange in sudi cases would be deared to equal the liquidaticn price set Iv 
the non-tJefaulting Exchange. Finally, the defaulting E).rhar.-ge vould not be 
entitled to receive an/ fends from the setUener.t acocunt unless and until it 
cures the default giving rise to the liquidation^' thereto/ ensuring that 
the defaulting Exchange does not benefit thereby. These liqOdatioos are to 



166/ MOS Agroanrait S$17.2 and 17.4. 
167/ MOB Agreenent SH'S. 



be carried out in acooraanbe with tha rules of the Exchanges and, on (MB, 
«oald be governed by the rule? applying to orergency actions as described 
abov^^ Again, as noted with respect to orBtgency action, the E)«*a. jes' 
clearing hoases arc not obligated to aocqpt aiv trades prior to 
intcr^«tchange transfer, and, thus, trades vhidv have been executed under the 
mjtual offset system but havQ not yet been transferred will ranain local 
trades (and wUl be treated as outtrades for segregation purposes) unless 
accepted by the non-defaul^^ng Exchange. This determination will necessarily 
depend vpon the circumstances giving rise to the declaration of a default. 
C. rtei^ftfcln q of Contracts 

Ihe HOS Agrfisnent permits designated futures contracts to be delisted 
fron trading cUgibiiity under the mutual offset syston ty written agreenent 
of the Exchanges. BeUsting could occur only with respect to delivery months 
in whidt trading ha« not ocnmaiced, «nd. upcn filiating, no further drlivary 
ncnths could be listed with respect to that contract. Trading wcwld be 
allowed to continue in €«i- ing delivery nonths, however, until there are no 
net positions an the holding accounts or until the expiration of trading in 
those Bonthsi^' Either exchange could also ocAtinue to trade locaUy 
contracts deUsted for purpose- >f the link. 

A Qontract ncnth which is already being traded nay be delisted by 
either Exchange with the written consent of the cd«r Exchange, in which case 



168/ May 18, 1984 submission, p.8. Such actiois on SIMEX wculd also appear 
to be governed by its energency rules as described above. 

169/ WS Agreanent S3.3, «. CME currently notifies the Camdssion of the 
^ SSiSSTof a contract and wocild be esqpected sijcdlarly to x»tify the 

CamdsSor. of the delisting; of a designated contract under the BUtual 

of fscst system. 
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no further trading woolx? be pemdtted, vith tho positions in th? holding 
accounts being liquidated either on the floar cr by book cntxy. If the 
liquidation in this case is by book entry, the liquidation price wcMld be 
agreed upon by the EKchangesi^' to to trades whid» have been executed but 
not yet transferred, transfei will be oatpleted sinoe deUsting results only 
in the prospective cessation of trading. Delisting is atoject to Ocondssion 
regulation 1.41 and is generally only carriea out with seweral days notice 
and is not a solxition to an iimediate prcblera. 
D. Onnelusioo 

Ihe Division of Trading and Itarkets believes that the MC6 Agreenent, 
together vith the applicable Ebechange rules, provides reasonable procedures 
to deal with any difficulties vhich may arise and affect trading under the 
nutual offset system. Emergency situations are to be governed by esdsting 
EKchange atergency rules swOaject to the further requirenent, contained in the 
MDS Agreewent, to cooperate and coordinate with the other Exchange in any 
such actions. These reqcirerents help to ensure that neither Exchange will 
be surprised by or unduly prejudiced by the taking of ewergency action by the 
ether EKtdiange. The requirenent that liquidation of positions in the other 
Exchange's holding account be approved by unaniitiows action also protects the 
QC {and SIMEX) frcro unnecessary or hasty liquidation of their positions to 
their detrioent. Ihe default provisions f^pear to cover the circwnstanoes in 
* vihich declaration of a default would bt necessary or desirable and are 
particularly inportant to protect the non-defaulting EK<i)ange's financial 



170/ MOS Agreenent §3.3, ?2. c«E has stated that the delisting of a oar»tract 

nonth in which there was open interest would require energency action. 

May 18, 1984 sufcinission, p.9. 



...... -. ''fif*' • 
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position. Also, the proviaicn allowing declaration of a default an 
exchange's infocmaticn exchai.ge diligatior.' ate not sustained lileewise hclf* 
to ensure that all cb" Igations neocssaxy tu the efficient cpetatim of the 
mutual offset system will be fiafillea. Tte HQS Agxeanent is also drawn to 
miniadze the consequences of a default to the nondcfaultlng Exchange or its 
clcnring ms^eri*. Hir m^^eiXoa prwideil .•i<=n»r to be «d»xiiwte for lW» 
porpoee. m particular, the provisions for liquidation in the event of an 
EXQ mge default axe distinguished in tiie MOS ftgreanent froa those applicablfi 
to other energencies in that the liquidation price %*cttld be set by the 
Tw*-def aolting FStchange and the defaulting Exchange wold not be entitled to 
receive &nds frcm the settlanent account unless it cures its default. This 
Mxrks to wsure that \ defaulting Exchange cannot benefit from its default. 
Finally, the delisting provisions appear to be reasonable. Delisting of 
contract nonths %Jhich are traJing is intended to be an unlikely occurrence. 

X. Temdnatiop 

A. Deflcrlption of the Terrolnati cn Provisions in the ICS ftgreanant 
Article XVin of the MC6 ;^greenen»-. governs termination of the Butual 
oifset systm «vJ provides that thr Agreenent i6 to have an initial term of 
ten years vith automatic renewal for successive periods of five years eacSh, 
unless the agreenent is terminated in accordance with the provisions of that 
Articlei^y Either Exchange has the right to terminate the MW Iflreanent: 
(I) at the end of the ten-year initial tern or any five-year renewal term by 
giving the other rxchange 90 days written notion; (2) at any time prior to 
the second anniversary of the WDS Agreeoient for any reason by giving the 



171/ MDS Agreeroent §18. 1. 
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other Bcdwnge '^O aays written notice; or (3) within 90 days after the fifth 

172/ 

anniversary if -certain SIMBC volwne levels have not been met-* — 

That Article further provides for "extraordinary tentdnaticn*' by 

ither Ebodiange under the following circumstances: (1) the other Exchange 

madte a n»terial msrepresentation in the MDS Agreenentj (2) the other 

EKdiange has ocmnittea a brearfi of the MOS Agreeroent or any other material 

agreeitent betv^ecn the Bcdiangcs; (3) any appiwal# liuense, consent, or 

authorization neocssaty for the other Exchange to perform its obligations is 

itcxiif ied or revoked; (4) any other govcxmental acti^i occurs which iiipairs 

tte ability of the other E^ediange to perform its cbligations; (5) either 

E)c<^iange is in default (as discussed in Section DC-^ of this menorandiin) ; 

(6) any court ha'/ing jurisdicticfi detemdnes that either of the restrictive 

covenants contained in the supplarental ••Agreoimt" is invalid, void or 

un^orceRble; or (7) an Exchange alters or modifies any mat eri al rules in 

173/ 

any neterial way without consulting with the other Exchangei — Upcn the 
occurrence of any of these events, an Pbcchange shall have the right, tut not 



172/ ms Agreenent More specifically, paragr^ 3 of this section 

pzxTvides the followixKi with respect to volume on SIMESC: 

If and only if the average daily tradir^g volume cn SIMEX in all 
futures contracts (whether or not pursuant to the Mutual Offset 
System) was less than (i) 20,000 contracts during the 12 months 
ixmediately preceding the end of the period ending five years 
following the oarmencement of the operation of the Mutual Offset 
System, or (ii) 15,000 contracts during v4ii<i»ver six months within 
sotitt 12-iionth period as to which average daily volume (ooiputed as 
aforesaid) shall have been the lowest, then, by written notice given 
within 90 days following the end of such five year period, either 
^cchange shall have the right to terminate this Agreement. 

173/ hOS Agreement 5S18-3 and 18, 4* Fbr SIMEX, material rules are tliose set 
forth in Schedule C of the MDS Agreement. Bor OE, the acplicable rules 
are those relating to designated futures a»itxact<? or corresponding to 
the SIMEX rules listed in Sciiedule C. 



the fWigationr to tenidnate tt^ agreement by giving written notice to the 
other EKchange, vhich termination is to be effective ixtitiediately lapcn receipt 
of that notice by the other Exchange. This ri^ is in addition to any other 
rights the Exchange may have under the M08 Agreement, or under afipUcable 

In the event of termination under any of the provisions of Article 
XVIII, trading is to continue with respcsct to those contract monthB A»A»ich are 
already trading and will continue until expiration or until there are no net 
positions in the holding accounts. No further contract ncnttis ^laU be 
permitted to begin trading. However, this provision does not restrict the 
ri^tt of the Exciianges to Uquidate posiUcns unJer Section 17.5 of the HDS 
Agreanent in the event of a default by the other Exchangei^^^ Furtheraore, 
OE has indicated that liquidation might be undertaJcen thtoo^n declaration of 
an cnergency upon termination, enphasizing that it waiJd be liquidating only 
SDCK positions and not those of OC clea-ing nentoers established pursuant to 
the irutual offset system. Termination undrar any ciromstances is to affect 
only the relatiof'Ship between the Exchanges and not the positions of their 
clearing iwaibers, since after inter^-exeihange transfer those posiUons are 
treated like an^" other position on the Exchangei^^/ Any trades whicA are not 
transferred pursuant to the mutual offset system because of a temdnaticn, 
either due to a default or through other actiatt vAuLdi briiigs Uading to a 
halt, rcreun local trades of the executing Exdiange, vnless acx:eptfid by the 



174/ Hps AgreenaA SS18.3 and 18.4. 

175/ MOS Agreement S18.6. 

17fr/ F^lnuary 27, 1984 subtnisisiaii, pP* 



other Exchange as descriJjcd abovei^' However, onr« again, except i« tie 

event of default, the Bedianges eoqpect to alia* trading to wind down 

178/ 

naturally after a termlnatlms — 

Ifermination is not to -affect or iiipair pcwers, cbligationsr duties, 

rights or liabilities of the parties- in any way with respect to any event or 

transaction ocxwrring prior to teminationr any payment obligations, or the 

positions in the holding accounts of the EsoAangcs, or the right of any 

179/ 

Exchange to liquidate those positions in the event of a def aolti — These 
actions under the MS Agreenent would survive its tenninaticn* 

aearing wesbers would be notified of a decision to texifdnate as soon 
as possible, cither before or after termination dqpending on the circoo- 
stances. O© will also notify the Ccmnissicn and the wire services to 
disseminate infcxxnation oorcernlng the tenidnaticn»^22/ 

B» Oondusion 

Uhst Division of Trading and Markets has ocancluaed that the elective 
tennination provisions of the MDS Agreement make reascn^le allowance for 
terndnation of .the Agreen«it within the first two years, ^t: the end of the 
initial or any renewal term, or if certain SIMEX volune levels are not iret at 
the aid of five years* The Division has further concluded that the provi- 
sions .^iveming -extraordinary terminatiOT- reach those dLrcumstanoes where 
tcntdnation of the liiik would be appropriate, either because the parties 

9- 



177/ March 12, 1984 submission, p.9- 

178/ Hay 18, 1984 submissicn, p.8. 

379/ MOS Agreenent S18.5* 

180/ February 27, 1984 eubodssion, pp. 5-6* 
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'«oald no looger be able to fulfiU their d^Ugaticns under the MOS *gtee«nt 
or in c«der to preserve the financial integrity of eit^ 
i« the case of a default), in general , trading pursuant to the RMtoal off set 
Bystm would wind down naturally foUcwingtcradMt^^ However, in the 
event of a default or an eanrgency situation the Exchanges nay liquidate 
positions in the holding acoounts. Itemdnation is not to affect the rights 
or d>Ugations of the parties. Ohese prwisions appear to deal satisfac- 
torily with circanstanoes of termination and to faciUtate a transitim 
following any such termination so that the parties are not unAay dsneged by 
that termination. As noted above. v*erc liquidatlcn is warranted, the 
prt^sici« of the MOS Agrea«nt litewise appear to be adequate to minimize 
any adverse iiipact on a non^faulting Dcchange or upon either of the 
lacchanges in the event of an eroergejii^. 

XI. Restrictive Covenants 

A. ?;rn pe of the Ca«»tssion'B Vat -f Sectica 15 of the Act. 

Section 15 of the Act states thrts 

The Conmission shall take into «=nsitotic«thepa^ 
interest to be protected by the antitrust ^ 
SSSvor to tate the least antioaii>etitive means of 
^SSSg the Ajisctives of Ithe) Act, as v*n as the 
^ies^and purposes of lthe| Ac^., in issuing 
S adopting any Oarmissicn rule or regulation, or in 
SaoSngor proving any bylaw, rule, or regulation of 
roontract martet or registered futures associatxcn 
estiiblished pursuant to section 17 of ItheJ Act. 
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Secticsn 15 does not, however, ixsquire the Cottnission to ackjpt the least 

anticcnpetitive alternative available. As noted by the court in British 

181/ 

Alvvrican Camodity Optio ns Oorp. v. Baqley; 

fSecticn 15) does not require the Cannission to adopt the 
least anti-oaipetitive means, but cnly recpiires it to 
"take into considera tion the public interest to be 
protected by the antitrust laws and endeavor to. take the 
least anti-oonpetitive means of achieving the cfcjoctives 
of this Act ... (enphasls added) 

Similarly, Section 15 does not require the cearoission to dis^firove a 

i-ule or prohibit conduct which othecwine may constitute a violation of the 

antitrust laws. Indeed, it is because the regulatory structure created by 

tlie Act, which permits self-regulation by certain limited inenbership groi^, 

would be otherwise inoonsist«»t with the antitrust laws, that the 

re^)onsibiUty of the Comidssicn to review, the effects of exdiange rulenakijng 

pursuant to Section 15 is so significant. See generally Ricei v. Oiioaqo 

MBXcantile Exchange , 409 U.S. 289, 314 (1973) (Marshall, J., dissenting 

opinion) . As a formal analysis of tl)e SlMEX-CME proposal under the antitrust 

laws is not, b^ itself , dispositive of the issues raised by that 



* 181/ (1975-77 Transfer Binder) Conm. Fut. h. Rep. (CX31) 120,245 (S.D.N.Y. 

' 1976) , aff 'd in part and rgv'd in part on othar cpxwnds , 552 F.2d 482 

(2d dr.), cert, denied , 434 U.S. 938 (1977) . See also Rosenthal v. 
Baqley , 450 F. Sapp. 1120 (N.D. 111. 1978)? Chartered Systems Oorp. v. 
Seevers , [1977-1980 Transfer Dinderl Ocinn. Fut. L. Rep. (CEH) J20,682 
"(D.D.C. 1978) I An arican Stock Exchange v. COmodity FMtures Trading 
Oannissioo, 528 F. Supp. 1145 (S.D.N.Y. 1982). 
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prbix>Ml,^'anUoonpctitive concerns Bust be balanced against the policies 

and purposes of the Act. 

B. Identification of Restrictive Aspects of t he Proposal 

Ihe Agrooients between the exchanges contain certain restrictive 

dealing provisions. These are found in Article XVIII of the HOS Agreainent 

184/ 

and in Articles I and H of the Acppeement. 

1, Tten Year PrchibiUon on Entering Sixtdlar Agreengnts 
Article I of the Agreement states that for a period of ten years can- 
irenciJig with the operation of thu nutual offset systewr SIMEX will not enter 
into any nwtual offset s/steni with any otter exchange locateJ outside the 



182/ see nftrf ^t v. Hew York Stock Exchange , 422 U.S. 659, 690-91 (1975) 

ISSncurring opinion of Douglas, J*) rn« mere existence of a statutory 

power of review by the SEC over fixed oomdssion rates cannot J^^ta^y 
limuniziJig these rates fxon antitrust challenges. . . . Only xf the SEC 
jLS actively and aggressively exercising its powers of review and 
spproval can we be sure that fixed ocmmission rates are being nrmtiSrBd 
in the mamer which Congress ijitended"). The Division recognizes, 
however, that the fact of Omnission cversi^t over tte CMB, ocrrtoxned 
with escpress or implicit Cannissicn approval of the link^, nay result 
in the iirplication of antitrust iiniunity. See generally . United States 
v. National Association of Securities Dealers , 422 U.S. 694 (1^75); 
Goradn , supra; and Silver v> New York stodT^cchange ^ 373 U.S. 341 
(1363). 

183/ See 45 Fed. Feg. 34873 (May 23, 1980) (Connission standards for 
disapproving contriact market rules). 

184/ In a letter to the CMB dated January 16, 1984, remitting the OIB 
^ application for correction of deficiencies in the application, the 

Division of Trading and Markets and the Divisicai of Bccncmic Analysis 
noted that the Commission would need to review carefully the agreanent 
between the CMB and SIMEX in order to satisfy itself that, inter alia, 
the provisiOTS of that agreement are not oaitrary to the CME's statutory 
responsibilities as a contract market and requested the OE to prcvide 
the Cnmdssion with a ccpy of the agreement between the CME and SIMBC 
and any other agreenent or understanding that may exist between the 
Monetary Authority of Singapore and SMEX or SIMEX^s predeoesi^, the 
Gold ©(Change of Singapore. Ukus, the JeJiuary 16> 1984 letter to the 
CME required tlie submission of the CME-SIME3C agreements as part of the 
Cdnmission's review process for the entire proposal. 
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Singapore Tine Zone and that tl^ Offi will not enter into any mutual offset 

system with any other exchange %dthin the Singapore Time Zone.^^ Nothing 

in tile Article, hmever, prohibits the OB and SIMEC fron jointly agreeing 

to enter into a nutual offset systeia with other exchanges in any other time 

zone, or prevents either fron entering into an intMnational linkage iiMdi is 

166/ 

not a nutual offset arrangement. 

Ohe C«B has rqxrcsented to the ConmissiGn that the ten year prchlbi- 
ticn of Article I does not survive termination of the MOS Agreanent, includ- 
ing terminations for cause such as the default of either exchange or a faceadi 
of the KDS AgreoTCTt.— ' Although the eaqsress language of the Article I 
prohibitiOT is anbiguous, by letter dated August 3, 1984. the CMB has 
provided the Division with further infonnaticn whi<* oonf inns the agieonent 



185/ ArUcle I of the sii^lemental Agrecront defines Singapore Tijie Zone as 
the tijoe zcoe in vhi<A Singapore is located and those time zones three 
hours ahead of and behind Singapore time on the date of agreement and 
deems it to include Hew Zealand. Existing exchanges in the Sirg^pore 
Tine Zone include exchanges in Hong KOTg (the ffong Kong Ccronodity 
EwAange, Ltd. and the Chinese Gold and Silver Exchange Society) r Japan 
Otokyo Gold Futures Market) r Malaysia (Kuala Haipur Ccnroodities 
Exchange) and Australia (Sydney Futures £te:hange# Ltd.). 

186/ Article T states, in part, that "SOTSX agrees not to enter into anjr 
mutual offset syst ^ . . . outside che Singapore Tiire Zone. . . . 
(^tphasrs added) • Because the phrase "mutual offset system" is a 
defined term in the MOS Agxeoncntr the Division believes that the 
prohibitioji can be reasonably constn^ to extend only to those clearing 
linkages whidi are offset arxangenents of the type described in the MDS 
jy^ i B gn ent. 

187/ In a letter daced July 18, 1984, frcro Lawrence R. Runt to Andrea M« 
OocDoran, counsel for the O© represented tliat: 

If the ms Agreenent is terndnated before the end of ten 
years, this restrictive covenant (Article II is also 
terminatedj CMB and SIMEX woold then be free to enter into a 
mutual offset systero with exchanges located anywhere in the " 
world , (enphasis lidded) • 
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of the parties as to the applicability of Uns ten year lindtationo if the MOS 
Agxeeieiit is teimlnatBd.—' the Division's reocranendaticn to the Cdimission 
thexe£nre assunes thl«> oonstxuetion. 

2. CME R ight to Prohibit SPBC frcni taiteri ng Into A mtual Offset 
SvsfaanWith An Exchange Within the Siitq apare Tims Zme 

Althou^ Article I of tije si^lenental Agreement permits SIMBC to 

enter into a mutual offset agreanent with another exchange inside the 

Singapore Tine Zone, it also grants the CMB a right to prohibit sud» an 

arrangarent if , in the judgment of the CHE, it would threaten the financial 

integrity of the CME-SIMEX Mutual offset Systero. 

3. Di scretionary Right of PC to Limit P articipation of SPgX in 
Mut ual Offset Acireanents With EKChanges Outside the Singapore Time 
zone if SJMEX Tteiminates the Mutual Offset Syste m During Fxrst ivo 
Years 

As previously noted, in the event of a trasoination of the M» 
Agreaj»it, the ten year prohibition of Article I wuld be extinguished. 
Nonetheless, Article II establishes a ^aecial prohibition on the abili^ of 
both exdianges to entnr into mutual offset arranganents with other exdianges 
uncter certain ciromistances. ^lecifirally, in the event SJMEX elects to 
terminate the MOS Agieonunt pursuant to the elective prwisioijs of section 
18.2 of the M36 Agreenoit prior to the end of its first two years of operas 
tions, the CME may elect to limit the partic^tion of SIMBC in a nutual 



188/ By letter dated August 3, 1984, Lawrence H. HUnt, counsel for the CMB, 
provided the text of a telex sent to counsel for SIHBX on JUne 27, 1984* 

This will confirm that the exclusivity provision 
contained in Article I of tlie St^plecental Agreement is 
intoided to be operative only during the term of the 
definitive acncement and is not intended to survive 
termination of that Agteanent l (enphasis added) 



offset agrearent with anothca: exchange aatside Uie Singapore Tine Zone for a 

period of three years fran the date of such termination. If OE were to make 

sucli an election, it would in turn be precluded froti participating in a 

mutual offset systen with another exchange inside the Sing^^re Tijne 2coe for 

189/ 

a sindlar three year period. 

ihis excQ>tion is operative only for the first two years of operation 
of the nutual offset syst«r vrOer the MOS Agreeroent. After the first t**o 
yoars, the CMB and SIMEX would be subject to the general ten year prcdiibiticn 
on activities set forth in Article 1 of the Agrueirent (provided that 
Agreement continues in effect) • 

C. Antitrust Coiiuideraticans 

The New York Mercantile Exchange CTIYHEX") has subnitted a letter 
dated Jtily 27, 1984, opposing the restrictive provisions of the OIB-SIMEX 
proposal. Essentially, NVMEX contends ti-.at these restrictions violate the 
antitrvu5t laws, in that they are too broad, and that th^ unreasonably and 
unnecessarily restrict oatpetition. In this regard, OTME3C contends that the 
restrictions bar any other United States exchange fran ••ocnpeting" with CMS 
for a link arrangenent with SJJtlEX and, in effect, constitute an unlawful 
horizontal "group boycott. " As more fully discussed hel<M, the Division of 
Trading and Markets does not believe that the restrictions should be 
diaracterizod as sadi a per se illegal restraint. 



189/ Only CMS may make the elet -ion described alxA/e. As a result, althcu^ a 
CME: d€x:ision to bai* SIME3C, pursuant to Article II of the Agreement, from 
participating in a nwtual offset arrangement with exrfianges outside the 
Singapore Time Zone for a tJ-.^^ee year period will simiJarly preclude CMS 
from entering into similar agreements with exchanges inside the 
Singapore Time Zm:, 5]>£X cannot in the first instance choose to 

(Ftetnote Ccmtinued) 



98 - 



Although the Agreement's restrictive previsions Inpose certain 
restraints vpan the ability' of SlMBt to enter into similar initual offset 
agreements with other domestic contract narkets inflependently of tt» CMB, the 
Divisicn of Trading and Markets cannot conclude at thi s initial stage in the 
develcpient of international linkages that such restrictions on their face 
will affect conpetition in the relevant product and geogrsfWc markets so as 
to violate the antitrust laws of the Uhited Statesr^^^ Ihis position Is 
based in part on the Division's view that the Agreenent does not preclude 
linkages by either E«rty which may be established within or without the 
Singapore Tine Zone through a single clearing organization for which ntitual 
offset will not be essential. Moreaver^ neither of the partiesr through this 
Agreement or otherwise^ could preclude the establi^itent of another indq)en- 
dent exchange in Singapore that would be available for linkage purposes. 
Perhaps m^t inportantly, nothing in the inter-eicchange agreements precludes 
other aochanges in the Sing^xMre Time Zone ifraa altering into liiiks ~ 
vtether nutual offset or otherwise --^ with contract markets other than the 
OE or with other foreign boards of trade* Finally^ to the extait designated 
contracts are added to the link, the ccninission iray restrict the applicar- 
bility of the Agreenent restricticffis to them under its 5a (12) review process. 



(Footnote Continued) 

't'^ exclude the CHE fxcm the Singapore Time Zone^ even \Aiere CMS has chosen 

to terminate the system. 

190/ As previiTUstly noted/ nothing in Ai ticle I or II of the si^Vl^^^^^^^ 
Agreement restricts the ability of the CMB and SJMQC f ran jointly 
entering into a mutual offset arrangement with other dcmestlc ^ntract 
markets* 
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1, GGg^eral Principles of Lw Uoder Section 1 of Sheman Act— 
Section 1 of the Sheman Act, 15 U*SX. Sl# provides that *every 
cixitract, caibijiation • . . or conspiracy, in restraint of trade or comneroe 
anong ♦iie several states, or with foreign nations, is declared to be illegal 
, . . A literal reading of this section %«2ld result in a finding of a 
violation by every contract that restrains ii terstate ooimeroe. National 
Society of Professional Engineers v. United States ^ 435 U.S. 679, 687-88, 98 
S.Ct. 1355, 1363 (1978) j Stattiard Oil Oo. v. Uhited States , 221 U.S. 1, "^1 
S.ct. 502 (1911>. Tlje Supraitt Court, however, has read a '•rule of reascn" 
standard into the Sherman Act. Arizona v> Marioopa County Mcxlical Society , 
457 U*S. 332, 102 S.Ct. 2466 (1982); Standard Oil Oo. v. United States, 
siqara . 

Under the "rule of reason/ only "unreasonable'' restraints tpon 

coifjetition are forbidden. As its name suggests, the rule ol reason regoires 

the trier of fact to deride whether, under all of the circimstances* of the 

case, the resU^ictive practice inrpoixjs an unrearoruible restraint on carpet 1- 

tion, Arizona v> Mariocpa Ctiunty Medical Society , 457 U.S. at 343, 102 S.Ct. 

at 2472; Oontinental T.V. , Inc. v. GIE Sylvania Inc. , 433 U.S. 36, 49, 97 

S.Ct. 2549, 2557 (19"'7) . As classically stated by the Stpreme Court: 

Ihe true test of legality is whether the rtstraint lirposed 
is sudi as merely regulates and perhaps thereby prcnotes 
coipetition or whether it is' sud) as may sttppress or even 
destroy ccnpetition. lo determine that question the ocurt 
must ordinarly consider the facts peculiar to the business 
to whii* the restraint is applied? its condition before and 
after the restraint was ijiposed; Jie nature of the restraint 
and its effect, actual or prdbable. Ote history ox the 



I9j/ Itir CWE-SIMTOC Hi|rf!U)cnt eii?x>nt ial )y ix>ni ems tlx* mutual sale ol clearing 
serviccsi by those cxdiajiges. As; %% rosult, secticm 3 oi the Clayton Act, 
15 O.SX. S14, which applies only bo the sale of goods, is not 
applicable to the proposal. 
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restraint, the evil believed to exist, the reason for 
adopting the particular remed/, the puzix>se or end sought to 
be attained are all relevant facts* • • » 

Board of Trade of the City of Chi&ago v, tAiited States , 246 U.S. 231, 238, 38 

S. Ci» 242 (1918) • Such analysis may include, for exanplo, dn cxamlnatioi^ of 

tlie restraint's time, space and product limitations. See, e.g. , Lektro-VenJ 

Corp> v> VendoCO. , 660 F*2d 255 (7th Cir* 1981), cert, denied , 455 U.S. 921 

(1982). Nonetheless, as explained Ly the Suprare Oourt in National Society 

of Professional Pxiineers v> United States , 435 U.S. at 688, 98 S.Ct. at 

1363: 

Contrary to its name, the rule does not open the field of 
antitrust inquiry to any argment in favor of a ciiallenged 
restrednt tliat may fall within the realm of reason. Instead 
it fcxruses directly nn the challenged restraint's inpact on 
coipetitive conditions. 

Thus, alihcxjgh a rule of reason analysis mny include considcraticn of the 

tacts ^leculiar tu ci business, the* his^tory of the restraint and the reasons 

why it «#as inposed, the ultimate purpc^ of such an analysis is "^to form a 

judgoi^ about the ocnpetitive signficance of the restraints, v • National 

Society of Professional Q^ineers v. United States , 435 U.S. at 692, 98 S.Ct. 

at 1365. 

Finally, certain business combinationc» are presumed to be per se 

illegal. As explained by the Soprani* Court: 

Because of their pernicious effect on ccnpetiticm and 
lack of any redeeniing virtue, fsuch ooibinations] are 
conclusively presumed to be unreasonable and therefore 
illegal without elaborate inquiry as to the precise harm 
they have caused or the business excuse for their use. 
. . . Mong the practices which the courts have here- 
tofore deemed to be unlawful in and of themselves are 
price fixing • . • division of marlcets . . • group 
boycotts . . • and tying arrangemmts. 

Northern Pacific Ry. CO. v. united States , 356 U.S. 1, 5, 78 S.Ct. 514, 518 

(1958) • In addition, restrictive convenants i4iich concern certain "essential 

facilities" also may be consi'lered ger se illegal unde ' the antitrust laws* 
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2* "P er Sa** Rule Analysis 
a* Tying Arrangemmt 

A tyii^ arrangetnent Is ••an agreancnt by a party to sell a pzoduct Iwt 
unly on the oon£ition that thc^ buyer also purchases a different (or tiod) 
product • • • Morthem Pacific Ky. Op> v> United States ^ supra . Ite 
essential c^uuracteristic of an invalid tying crrangeinent lies in the seller's 
^loitation of its oontiol over the tying product to foroe the buyer into 
the puzchase of a tied product that the buyer either did not want at all, or 
might have preferred to purchase el&»^re on dif fcunent terras. J fefferson 
Parrish Hospital v. Hyde , . ILS. , J04 SXt. 1551 (1984) • 

ihere can be no tying agreement, however, unless tying and tied items 
are two s^>arate products or servicjes. The Divisicn of Trading and Markets 
notes that the 01E-SIME>: proposal essentially calls for the reciprocal 
provision of clearing services by each exchange pursuant to a catnbn 
operating arrangement* As such, the Division does not believe that tyx> 
SQ>arate ''products" exist for purposes of a '•tying'* analysis* Moreci/er, even 
if tvio distinct services were found to exist, the Division does not believe 
that any element of coercion exists that would sustain a finding of an 
illegal tying arrangement. 

b. Illegal Prioe-Fixinq 
None of the prc»/isions in the O^STIIEK proposal submitted for revie»# 
restrict or establish prices. 

c* Horizontal Market Allocation 
An agreorcnt betMOcn .conpetitors at the same level of narket structure 
to allocate territories in order to minimize competition betti^een themselves 
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is a •'horizontal restrainf-^^ ojni conetitutes a Egr se violation of the 
Sherman Act* United States v> Tdpoo Associates, Inc., 405 U.S. 596, 608, 92 
S*Ct. 1126, 1133 11972). In one sense, the Article 1 restriction, v*iic*j 
respectively prohibits CWR and SIMRC frcra independently entering into nutual 
of tbet agr«Bnents with other exchanges located insi'l^ and outside the 
Singapore Tine Zone, can be <Aaracteri2ed as a horizontal restraint which 
allocates the geographic market within whidi they will "sell" their clearing 
services. As such, it shares d^^aracteristics of restraints that in the past 
K«vo U/ii held iitm)n?K)nftb]o Eor ae by tlv- Supmnt? COurl . Se^t, e.g. , UiUod 
states V. ttpoo Associates. Inc., supra ; Timken Rolle r 13earinq Oo. v. United 
States , 341 U.S. 593, 17 S.Ct. 971 (1951). 

Nonetheless, cases subsoqiient to Topoo arjd Tiitiken sucigest that the 
Suprene Court no longer autonatically will foreclose an analysis of 
catpetitive inpact with respect to all horizontal restraints. See e.g. , 
Broadoast Music, Inc. v. Colunbia Broadcasti ng Svstan, Inc., 441 U.S. 1, 99 
S.Ct. 1562 (1979) (joint selling arranganent cculd not autonatically be 
declared ger se illegal but should be subjected to a more discriminatory 
examination under Uje rule of reason) ; C upperveld Corp. v> Independ ence T>3be 

Corp, , U.S. , 52 U.S.L.W., 4821 (June 19, 1984) (joint ventures hold 

the premise of increasing a firm's efficiency and enabling it to ocnpete 
cffcx-tivi-Jy){ NationaJ Collegiatfc AUiIctic Association v. Board oi Regents of 

the University of Oklahcma , U.S. , 52 U.S.L.W. 4928 (June 27, 1984) 

(despite horizontal restraints on price and output, a fair evaluation of the 



192/ Ccnbinations vAddt affect persons at different levels of mar)cet ^ 
structure (e.g. , manufacturers and distributors) , are termed "Vercical 
restraints, united States v. Topno , supra ; 
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restraint's coipetitive character required consideration of the defendant's 
justificaUcn for the restraint) . Those cases suggest that where a joint 
venture or other collaborative effort make? possible a new product through 
tho integration of production or soiling facilities (such as the OE-SIMB; 
linkage) a court would analyze the associated restraints for their effects on 
caipetition,— ' Sudi an approach is even nore likely under cixcunstanoes of 
judicial inexperience with the particular arrangenent in question, National 
OoUeciate Athletic Association v. Board of Regents of the univ ersity of 
Oklahana r 52 U.S.L.W. at 4932 n.21,— ^ and where the rationale for 
inposition of a fier se rule {i.e. , "the practice facially appears to be one 
that would always or a tawt always tend ro restriirt ccnpetition and decraase 
output'') does not clearly apply.-— It thus probable (although not 



193/ *While joint ventures have no iimunity fran the antitrust laws, as 
Broadcast Music indicates, a joint selling arranganeat may 'niak[e) 
possible a new product by reaping otherwise unattainable iefficiencies.'" 

NCAA v> Board of Reger^ts, U.S. , 52 U.S.L.W. at 4935 (citaticns 

and footnote onitted). 

194/ It is only after considerable experience with certain business 

relationships that courts classify then as jger se violaticns. Broadcast 
Music V. CDS , 441 U.S. at 9, 99 S. Ct. at 1557; United States v. Itafjoo 
Associate5~ 405 U.S. at 607-08, 92 S. Ct. at 1133-34. 

195/ As recently stated by the Supremti Court in ^CAA v. Board of Regents^ 52 
U.S.L.W. at 4932: 

HOrizontial prioe-fixing and output lind tat ions are ordinarily 
condeimed as a matter of law untfer an "illegal ger se" approach 
because the prdbability that these practices are antlconpetitive is so 
hi^; a ^ ^ rule is ^lied when "the practice facially appears to 
be coe that would always or alxrost always tend to refstrict ccnpetition 
and decrease output." Hrc»fcast MusiC/ Inc. v. CBS , 441 U.S* 1/ 19-20 
(1979). 

Hie i^istrictions contained in the CME-SIMDC Agreement do not fix prices 
of a product or service offered to the public^ nor do they liinit output. 
Indeed r as nore fully esqplained in a later section of this menoranAEa, 



(Footnote Continued) 
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certain) that a court, if presented with an antitrust ^legation oonoeming 

the OIB-SIMEX linkage, wald dstennine that its unfamiliarity with such a 

nwei international trading arranganent precludes it frcro autoiatlxally 

concluding that the Agreenent's restrictions always or alnost always tend to 

restrict ocapetiUcn or output, and would therefore otandne the reasonable- 

196/ 

ness or unreasonrfileness of the restrictions on ocBpetition. 

Per se treatitent would be even note inaK>rq?ri«t£> if one were to 
daractcrizc CM£ and SlMtK as ceiif«titor8 for a world mw*et in futures 
contracts, since their nutual offset agrcemunt does not inpose any terri- 
torial restrictions uix» the marketing of CMB or SIME3C contracts. Indeed, 
under the linkage agreen«nts, both exchanges remain free to market their 
cxntracts anytriiere in the world, 
d. Group Boycott 

AS previously noted, the Supraie CCTirt has characterized group boy- 
cotts as B» « violations of the Sherron Act. S^, e^, Klocs, Inc._v^ 
nrr^«^le Stocos. inc. , 359 U.S. 207, 79 S.Ct. 705 <1959) . As explained 
by the UhitoU Sti«tes court of Appeals for the District of Ooluitoia: 

The classic "group boycott" Is a concerttxJ attanpt by a 
group of ccnpetitors at one level to protect thaiiselves 
frcm ociipetitlon from non-grcMp ina*>er8 who seek to 
ccapetc at that level. Typically, the boycotting grcMp 
oxbines to deprive would-be ocnpetitors of a trade 
relationship which they need in order to enter (or 
survive in) the level %rfherein the grwp operates. . . . 



(Footnote Continued) 



it is not certain that the restrictiois on their face mlawfully limit 
coipetiticn for intamaUonal linkages or for futures trading. 

196/ See, e.g. , Northrop Corp. v» McDonnell Douglas Corp. , 705 P.2d 1030, 
~ M-Mi (iScir: im, oert. ^ded7l04 s rctTlse (1983), wherein 
the court of appeals nsjecteS^ application of a eS£ "i^® 
joint iiMnufacturing arranganent which h»l not previously been subjected 
to judicial antitrust scrutiny and wlx>stt effect cri conpetitim was 
equivocal. 
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In eac* instance, however, the halljnark of the -grcwp 
bcyootf is the effort of ccnpetitors to Iwricade 
thoTselviitf frcm coipetition at their cwn level*" It is 
this purpose to exclude ccnpetition that has characte- 
rized the Sn>r€n» Court's decisions invoking the grcvp 
boycott ger se rule. 

smithy. ProKxitJball, Inc, , 593 F.2d 1173, 1178 (DX. Cir. 1978) (footnotes 
onittfid) . The Division does nut believe^ however^ that the CME-SIMEX agree- 
ment constitutes such a jger se illegal arrangaient. 

Hie Division of Trading and Markets initially notes t)>at an essential 
elefumt of the gra?> bciFoott violation is not present in the Offi-SIMEX 
proposal ~ ccnijetition between alleged boyootters. Although bo* h the 
and SIMra are futures exchanges and thus deal in one or more of the same 
general products, the Division does not believe that a court, examining the 
eooncndc realities of the market, would find that CME and SIMEX at this time 
realistically engage in ar^ dsqree of effective product ocnpetition in any 
relevant geographic maricet. Furthermore, it is iitportant to note that a 
concerted refusal to deal is essentially aii agreement among two or more 
p«irties that each will engage in an individual refusal to deal with a 
particular customer or customers. Construction Aggregate Transport, Inc, v> 
Florida Rock Industries^ Inc. , 710 F-2d 752, 773 (11th Cir* 1983)* Although 
SU^lEX may be prohibited from entering into an offset agreement by itself with 
exchanges outside of the Singapore Time Zone, the CMB is not* Moreover, 
although Article I of the sijpplfaiental Agreem^t will prohibit SIMEX from 
itKk^Klently entering into a similar mutual offset agreement with other 
exchanges outside the Singapore Time Zone^ that provision does not prohibit 
CMB and SIMDC from jointly entering into mutual offset arrangeients with 
other exchanges. 

Finally, the Division again observes that the Suprane Oxart has 
. f cautioned against overzealous application of the per se doctrine. For 
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exaitplc, in nm^st Music . Tnr. v. Cplunfeia Broadcasting Systaa, Inc. , 441 

0.£. 1, 19-20, 99 S.Ct. 1551, 1562 (1979), the Court noted that se 

treatment ww jusUf ied only whera the purpose and effect of the challenged 

practice "are to threaten the proper operation of our predcminantly f ree- 

RBdcAt econony- or vtere the -ptactice facially appears to be one that would 

always or alnost always tend to restrict ocrpeUtion and decrease output." 

Tffixa, for exaitple, the Fifth Circuit <3ourt of Appeals has acknwledged that 

in certain cases, including grxxp boycotts: 

ffe nust be cautious to determine whether conduct whose 
apparent purposes, standing alone, might warrant ^ ^ 
tilatirent are reasonably connected to an u»tegration of 
pKxiactive activities or other ef ficiency^nreatinq activity 
in such a manner as bo require an Inquiry onto the net 
oarpetitive effect under the rule of reason, (cnphasis 
added) 

united States v. Realty Multi-List, Inc. , 629 P.2d 1351, 1365 (5th Cir. 
1980) . Accordingly, since it can be argued that the CMB-SIMEX link increases 
the efficiency of both OE and SIMBC by expanding the liquidity of those 
martets, it is not unreasonable to assume that a court, in examining the 
ac-SMX proposal, would follow what appeals to be the majority trend among 
the Circuitei^I^ and analyze that agreement under the "rule of reason." 
e. Essential Facility Pcc t rine 
The esecnUal facility doctrine states that where facilities cannot 
practicably be duplicated by would-be cospetitors, those in possessicn of 



197/ see discussion in Hills, Antitrust Advisor, S1.32 

I5f3) . AS noted in that article, "the law governing concerted refusals 

to deal (grow) boycotts) is in a state of ranpant confusion. A 
detailed analysis of that law is, of course, beyond the soopi* of this 
tKiMorandum. The Diviaion strongly l^lieves, ha-evor, tJ«t for the 
reasons set fortJi abw», the CMB-SIMEX Agreanent most liJcely would not 
constitute a ger se violati<» of the Sherman Act. 
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198/ 

those faeiUaes inust aUcw them to be shared ai fair tetins. Ifeditjrs. 

p«>.ttaotball. inc., 570 F.2d 982, 993 (D.C. Clr. 1977) (quotir-g A.D. Neale, 
«ie Antitrust of the United States, 67 <2d ed., 1970)) . Under this 
doctrine, a faciUty is "essential- if auplicatipo of the facUity woidd be 
ecoKiidcally unfeasible and if denial of its use Inflicts a se/ere handicap 
on potential .nar)cet entrants. See, e^, Hatix Hilling Co. v. TegusalFlog: 
MiUBOo. , 523 r.2d 1317, 1320 <9th Cir. 1975), o^ defied, 423 U.S. 1053, 
96 S.Ct. 782 (1976) . «»is, when a restrictive ooi«wnt covers an -essential 
facility,- all possible coipeUaon is by definition excluded and the 
restraint is thus unreasonable ae. «^t v. Pro-FOotbaU, Inc., ajESr 

570 F.2d at 993 n,<5. 

The Division of Trading and Marlcets does not believe that SD«X 
<x«stioites an "essential facility" as tiiat phrase is used in antitrust 1«/ 
so as to render the CMB-SIMEX ten year restrictive covenant se illegal. 
Although Article I of the Agreenent prohibits SIMEX f rem independently 
entering into similar imitual offset agreements with exchanges outside ot the 
Singapore Tune Zone during the first ten years of operation of the iwtual 
offset system, it does not preclude SIMEX and OE fron jointly entering into 
such agreements. Assuming, however, that QE would exercise its authority 
and prehibit SIMEX lihicages with otlier exchanges, it still does not follcw 
that SIMBt would be an -essential facility." Denial of SIMEX as a mitual 
offset partner to other exchanges located outside of the Singapore Tiaie Zone 
does not necessarUy "inflict a sew^re handicap on potential entrants" Into 



198/ This doctrine (also known as tie "bottleneck Pf^P}^"> ^/ 

1912 Suproie Court opinion, itni»^ States v. Terminal ^ 224 

U.S. 3W, 32 S.Ct. 507 (1912^ and was reaffimsd in Otter Tail fwer Of I 
V. ^tod States, 410 U.S. 366, 177-78, 93 S.Ct. 1022, 1029-30 (1973). 
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the Singapore and Uhited States martets for futures centracts, since there 

axe no X ^trlctians on the ability of any exchange to martet its ccDntracts in 

Singapore or in the tJhltad States either direcUy or through a different 

clearing system. The lack of SIMBC as a mutual offset partner viould not 

necessarily Inflict a severe handicap on potential entrants into these same 

markets for contracts whicSi axe subject to offset during the night, since 

other ejcchanges could enter into offset arrangenents with exchanges located 

199/ 

in tiwe zones that would perndt similar day-night offset possibilities. 

Moreover, as previously mentioned, nothing in this proposal could have the 
effect of foreclosing tlie estabUshnent of an ind^jendent exchange in 
Singa?5ore that would be available for liricage purposes. 

Finally, even assianing arguendo that SDffiX were to be deened to be an 
-essential facility," the Division cannot at this time cxinclusively deterndne 
that a legal defense to U»is antitrust violation would not be available to 
the parties — i.e. , that sliaring the CML-SMX Unk would either be iaprac- 
tical, would affect its financial integrity, or would inhibit the cMiianges' 
abiUty to serve their custoners adeqpiately. See Hecht v. Pro-gtiota>all, 
Inc. , supra , 570 F.2d at 993. 

2. Rile of Reason 

As previously suggested, the Division believes that the OE-SIMEX 
Agreen«»t can be characterized at an agreoncnt for the reciprocal performanoe 



199/ Foc tackle, dcoestic exchanges may seek offset aiTangcracnts with 
existing exchanges in .'lalaysia, llong Kong, Japan and Australia that 
would result in nutua). offset trading possibilities in the U.S. and 
Sing£f)Oxe sidsstantialJy sindlar to these resulting from the O B-gIMB{ 
link. Sijnilarly, dcmesvic exchanges could enter into offset agreements 
with esodianges in Europe and offer Uhited States residents the 
cpporfcunity to offset contracts at night. 
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of Clearing services. such an arranger«nt is turther d« 

as an exclusive dealing contract or a joint venture, the abse^ 
r«,airin9 ESE S£ ^^^"^ necesoitates a -rule of reason" analysis. 
..■...^......v..lnc.» nn.^lvania.Tnc.. 433 U.S. at 49^.0, 97 S. Ct. at 

2557; see also Z'- V^ ^■''^^<' ^^^" ^ ^ — ' 

333-335, 81 S. Ct. 623. 631-632 (1961) (exclusive dealing contracts analyzed 

rule of reosc«) . Sud» analysis, as noted previously, essentially 
the trier of fact to decide whether under all of the circunstano^ 

of the ca-^ the restrictive practice iiiposes an unreasonable restraint vpon 
ocrpetition. ^^^^ v- Marioop- ^--^Y Society. 457 U.S. at 343, 

102 S. Ct. at 2472; r^^iI^tal T.V.. Tnr, v. GTE Sylvania, Inc.,, 433 U.S. at 
49, 97 S. Ct. at 2557. txirthemore, this analysis requires that the alleged 
restraint be tested in the context of a relevant market. United States v. 
^1.^ Steel CO. , 334 U.S. 495, 68 S- Ct. 1107 (1948); Tarrpa Electric Co, 
. M^ille coal CO. , 365 U.S. at 327-28, 81 S. Ct. at 627-628. As nost 
recently explained by Justice O'Connor in . Tef fersc^ Parrish Hospital Distric t 
NO. 2 V. Hyde , U.S. 104 S. ct. 1551 (1984) (concurring c^inioo): 

In determining whether an exclusive dealing 

pmp^ focus is the ^ctuxe of the 
™r^t for the oroducts or services in question, the 
^ 5 sS^^lSfSqrers in the narket , the volane ot 
SSf bus^^s, and the ease with which ^^^^ 
sellers can redirect their purchases or «lf»^«» 
Slusive dealing is an "•^reasonable restraint on trade 

when a significant fraction of buy^ or sellersare 
^a^out of a market by the exclusive deal. Standard 
n^... SiLSltat^g ; 337 U.S. 293 (1949) (SPSili 



added)7 
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mis, a rule of reason analysis essentially requires an examination of 
the eoonanic «aUUes of a market to determine whether conduct unreasonably 

200/ 

restrains ccspetition, 

lOte Divisim of Ttading and Markets ftirther notes that in analysing 

conduct to determine effect on ccnpetition, it is inportant to disUn- 
guish between conduct that n«y injure a particular caii)etitor and conduct 
that injures ca«i«tition. As Po«ner noted in Products Uabilit i f 

Agency, Tnn, 0. Crun t ft>r«fer Insuran c e Ctnpanies. 682 F.2d 660, 

663 <7th Cir. 1982) : 

»kM there is a sense in which elijninatuig even a single 
Sp2lSr'^SJS1a,petition, But is not the 
STi. relevant in deciding whether the f^^^^ 
have been violated. Those laws, we have been told Iv the 
a)urt repeatedly in recent ye^s, «e <3es^gned to 
SSect the ccnsSer interest in «ipetition. Sp, e^, 
^iSTv. SnnotoneCorp. , 442 U.S. 330 , 343, 99 S,Ct. 
iii6, 2333 |l9/9)"i 



200/ m Tanca rr.. v. Mashville Coal Co. , ^c^. the Suprane Ooittt 

•SSveleSS arranj^ts by examirJAg ^'i^,'^^^ P!*^ 
SSt on Snpetition of such contracts. In Penn-Olin Checdcal 0°^^;; 
ISTs lS?84 S.Ct. 1710 (1964), the Supraie Court soiralarlyjnalyzed 
Se 2;b^le'ef fcrtS on coipetitic > ty a joint vcrtrure aiKi listed 
certain factors as relevant for such purpose* 

... the nurtxJT and power ol die ccrrpetitors in the 
naevant market, the backgrounrl of thexr «*? . 

ixiwer of the joint venturers; the relationship of their 
lines of oontnerce; the ccnpetition^isting bet>««i U»y 
and the power of each in dealing with the oorpetitors of 
the otherTthe setting in which the joint venture was 
created; the reasons and necessities for its existaice 
. . . lanj appraisal of what the occpetiticn in the 
relevant niarket would have been if cne of the ^oint 
venturers ^ad entered it alone ... and such othe? 
factors as might indicate potential risk to ccnpetition 
in liie relevant market. 

rmus, regardless of the characf^izaUcn of the <^SIMa P'STSLSiS^ 
cxclusiwdealing ccntract or joint venture, an aialysis of the restric- 



(Footnoio Continued) 
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n^^^i^dc Oan>. v. Pu eblo Bc»l-<Htet. Inc.. 429 U.S. 477, 488, 97 S. 
Ct. 690 , 697 (1977) {the "antitrust laws . . . were enacted for the protec- 
tion of ocptaetitigo , r.at ocBcetitors* ) (enphasis added) . 1 
(a) product Marhet 

A relevant product narket is that area of goods or services in whidi 
the products or services offered by a defendant ef foctively ooipete. United 
states V. R.l. diffont de Naioirs t a>. , 351 U.S. 377 , 76 S. Ct. 994 (1956). 
m malting such a determination, a court will analyse factual market reali- 
ties, united States v. Grinnell Cory. , 384 U.S. 563 , 86 S.Ct. 1698 (1966), 
including the reasonable interchangeabillty of use, and cross-elasticity of 
dunahd, between coiparable goods. United States v. duPont , supra? Times- 
Picayune Pia>li8hinq Co. v. Uhited States , 345 U.S. 594, 612 n.31, 73 S. Ct. 
872, 882 n.31 (1953) . Other factors included in a detetmination of product 
market may include industry or public recognition of the market as a separate 
cotMiotdc tiiitity, the pnxhict's peculiar characteristics and uses, unique 
production facilities, distinct customers and specialized voidors. Beam 
Shoe Co. V. united States . 370 U.S. 294, 325, 82 S.Ct. 1502 (1962). 

Hie Division cannot, of course, predict what a potential plaintiff 

be able to demonstrate as the relevant proAx± market. Indeed, a "factual 

analysis" of the "narket" may be premature. For purposes of discussion, 

hov«ver, the Division believes that it is reasonable to define the i«oduct 
»>■• ■ 
market in terms of the possible alternatives that a potential plaintiff way 

allege — i.e. , a market for e}ad)ange clearing services or a narket for 

futures contracts of the type >itdch the Qffi plans to trade under the offset 



(Footnote Continued) 

tivf provisJcsis of the proponni r5»B»*nt i.illy requircfl on oxumuution of 
Die Luoncmit; reaiiricH of the nnrkol. 
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system (contracts in Japanese Yen. Deutsche Marks and Uu«lollars) . lb the 

extent other ccntracts my be cftaracterixed as being reasonably interci«m9^ 

able with such contracts {e^. certain other short tern Interest rate 

cx«tracts> , they too could be included within the latter product rtaxtet. 

Hhs Division reoogniaes. of course, that reasonable argunaits can be 

made tx> define the product marJcet more narrcwly (e^» exchanges offering 

only mutual offset clearing arrang««ent« or ccntracts subject to "overnight" 

offset) or i««e broadly (e^, comodity cpticns as well as futures ^charges 

. . 201/ 

or forward and option contracts as well as futures contracts) . 
(b) Geographic Market 
Geographic market is defined as the geographic area of effective 
ccwpetition in which the relevant products or services are offered, ttdted 

V. E.I. A^vr^ ^ ««P»*rs t. Q>. . sjES- ^ ^« the OE note? 

in its July 18, 1984 submission that there are at least sixteen ccm^o^^^v 
exchanges in Europe, and six in the I'ar East, that constitute potential 
linkage partners for United States exclan-jcs seeking to offer night offset 
trading C5,x>rtunities. Moreover, c^ency futures trading takes piaoe 

on OE's IntemaUonal Monetary Market, the New York EMbires Exdiange, the 



201/ me market share and pc^r of a defendant in an antitrust action nost 
likely would be smaller in a broadly defined market. 

202/ London Cocoa Iterminal Market Association, Ltd.; CtotfeeTenninal Marh^ 
— iSociati^of LoxJon, Ltd.; International Petroleum EKchange of Iffidon, 
^KjlSd^irade Association, Ltd. /GAFEA); GftPEA Soybean Meal 
JSS^^^ociation, Ltd.; London and New Zealand Futur^ Asso^a^, 
LtdlLoSSiRShber Tte^^ Market Association, Ltd.; united Terminal 
Market Association, Ltd. ; London Vegetable Oil ^Mininal Market 
itesociaUcn, Ltd.; London Grain FXitures Markets; ^^^^nPotato 
Naricet; London Metal Exchange; Loncfon a>M mtxres MarketM^xlon 
International Financial Futures Exchange, Ltd.; airopean (^>tion8 
Exchange (AiBterdaro) ; and Paris Coonodity Bcchange. 
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York Itercantiie EKchange, the London Intematia«l Financial mures 
Exchange and the Sydney Ritures Exchange, and is cxi«cted to 
Otolq^, Hcng Kong and .ingafore. it is thus possible that regardless of the 
product iiertet assumed, the geographxc r«rtet may be defined broadly, 
indeed, if one includes exchanges ^ trade oi*lc«s on such ccm»ditte^^ as 
v«ll as pltysical currencies (iLe^, a broad product i«r)cet) , the geografhic 
narket could indeed be world.*ide. It does not necessarily folia., hc.*ss«r, 
that the area of effective c«««tition is coextensive «ith all of the above 
ea^tange locations. 

(c) Discuission 

•me Divisi<jn of Trading and MarJcets initially notes that if one 
defines the prodoct market as fu^s contracts generally or futures 
contracts in Japanese Yen, Deutsche Maries or Buitx3ollars, the Article I and 
II restrictions do not preclude United States exchanges fran directly maricet- 
ing (i^, outside any linkage arrang«rent) sLrdlar contracts in Singapore, 
thb United States or any other geograrhic «arket. Of course, the ability of 
united States and Singapore residents to offset contracts during their night 
might cause si-A persons to favor the purchase or sale of contracts subject 
to the CMB-SDffiX nutual offset system over similar contracts offered by other 
exchanges. Nonetheless, even if one defines the product and geograi*»ic 
market narrowly (i^, most adverse to the CMB) so as to include only 
contracts sii>ject to "overnight offset" in Singapore and the United States, 
the restrictive provisiats of the supplenental Agreement do not necessarUy 
preclude other exchanges f ran offering similar trading opportunities in 
Singapore and the united States. Other exchanges >w.«:a free to enter into 
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nutual Offset or other ccnrcn clearing ^x^tJ^^ with ^changes located 
in appropriate tine zones that would permit f>e overnight offset of contracts 
for purdjasers or sellers ited in t>c • • *.-xv^».e. Tcc 

ewmple, doiestic contract narkets c«u.o muir tt^. Sing^^rore Tr^u : bj 
entering in*» agreements with exchanges located in Hc«5 Kong, ^;-laysi^, Japan 
or AustraUa.^'' A no» exchange could be organ'r^ in Singapore. 
Similarly, the ttanestic market for contracts subject to nighttiite offset 
could k« entfiiwl by executing agreanentB with camodi^ exchanges located 
throughout the world. Thus, coipetitive cpportuniUes to enter both the 
Singapore an^ U.S. martetu for contractJ. subject to "overnight" nutual offset 
are not foreclosed to other donestic exchanges. Indeed, the Division of 
Trading and Marloets beUeves that the fundarental advantage bo U.S. traders 
deriving frcm the CMB-SDEX liritage is not the ability to offset a contract 
on SDffiX but the opportunity to offset CME contracts at night. Since 
doaestic exchanges potentially can atteitpt to negotiate offset arxangenents 
with e>echanges located in tijre zones throughout the %«rld which would permit 



203/ For exanple, options traded on the Montreal EKcharge ^ Van^^ 
Exchange (Canada) and the European Options Exchange (Jtasterdam, the 

Netherlands) are cleared throug^i a comon clearing corporation, tne 

International OpticMis Clearing Corporation. 

-04/ For exanple, Singapore and tlcng Kong are located in tine zones^t ar« 

+7 hourW and +8 hours, respectively, -faster" (i. e., lat^) than 

Greenwich Mean Tine ("CMT) (i^, noon of the sol/u- day cfcseryed at ^ 
Royal Observatory in GreenwicKTEngland). Chicago is located in. a tiro 
zone - 6 hours "slower" (i.e., earlier) than G^^^. -nius, there is a 13 
hour (7+6) and 14 hour (B+STtijne difference between Singapore and 
Chicago artd Hong KOng and Chicago, but only a 1 hour difference (8-7) 
betwe^ Hong Kong and Singapore. Assuring that * '?a«s*=ic exdjange 
enters into a siniilar offset agreaent with the Chinese G^d and S-^ver 
Exchange Society in Hoi^ Kong, Singapore residents would 
purchase Hong KOng contracts during their day and of fsetsuch contracts 
ixTcSiicago during their night. Similarly, contracts purchased during 
the day in Chicago could be offset during the ni?^»t in ilong Kong. 



similar nighttijne of tt«t possibilities for United States residents,^' the 
Division believes that the nssirictive provisions of the Agrecnent do not on 
their face precludte oaipetition. 

Ttta above r.-i--ionale similarly applies if one defines the product 
narket as exchange cleai-lng services, since unpeative opportunities iodst 
for United States contract narlosts to estabUsh linkages in time zones 
(including the Singapore Tine Zone) that would permit the overnight offset of 

contracts. 

D. other Regulatory Coosideraticns 

Although foreign nationals are now able to purchase or sell firtaaes 
ccntrflcts directly on the CMB, and United States residents will likewise be 
able to trade futures cn the SlMBt, the time differences and physical 
difficulties Irwoived nay inhibit such transactions. Making entry to the 
these markets nore accessible through the initual offset syst-sm nay encourage 
more participation and, as sudi, increase rnaricet liquidiiy. Moreover, 
facilitating trading during hours new less generally traded nay further the 
price efficiency of the markets. Finally/ the linkage may benefit hedgers 
who otherwise would execute transactions at OE by eliminating the separate 
ccmnissicns and margins involved in trading in separate wary-ts which 
requires two separate transactions. 

such general considerations do not, of course, by themaelves justify 
the «jstrictive provisionD of this proposal. Nonetheless, thft Division of 



205/ Such exchanges include the Sydney Futures Exchange Ltd. (Australia)? 
ItoJcyo Gold PMtures- Market; r^jng Kong Ccnnodity Exchange, Ltd.; Chinese 

Gold and Silver Exchange Society (Hong Kong); Kuala lunpur Cbuncdi^ 

Exchange (Malaysia) ; London Metal E)tchaiige» London Gold F^rtures Market; 

London International Financial Futures fic^nge, Ltd.? and Paris 

CamcxJity Bcdwnge. 
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Tradix^ and Mar)ccts beUeves that the restrictions set forth i» ^^^^^ J 
and 11 of the Agreenent are not necessarily inconsistent with xhe Act.— 

The Division of Tradlyig and Markets ncrtes that the ccnprehensive 
schaneof regulation under the Act reflects, i£t«r alia, an interest in 
maintaining the price efficiency and f Inartcial integrity of the futures 
n^e^keto. S^, e^. Sections 3, 4c, 4d and At at the Act. Since the CH^ 
SIMBC proposed lihk^ essentially establishes SIMEX as a clearing partner 
with the CMS, and involves SIME3C in the e>cecution of contracts which 
ultimately oay be offset at the OE, the prc^osal affects such interests 
under the Act. 

The ccnndssicn has an interest in assuring that the financial and 
.narket relationships entered into by the CME will not adversely affect the 
fii^nciaJ and narket integrity of that exchange, -mus. the staff has 
reviewed the CWE-S1ME3C proposal carefully to assure, for exanple, that 
certaij. financial. rarKct surveillance and cust«ner protections will be 
naintained. Nonetheless, it is possible that SIMEX could, in the absence of 
the type of control set forth in Article I of the ^lenental Agreenent, 
enter into a ™tual offset arrangement with one or nore addiUcnal exchanges 
such that the regulatory structure now being prcposed would be «aterially and 
adversely affected, under such cirontstances (including the lack of 



206/ section 5a(12) of tl.' Act provrides *at the^sgcn -.^^11 
disaoDrwe, after aroropriate notice and ofportunxty tor f^.^ 

regulations. 45 Fed. Reg. 34873 frtey 23, 1980). 
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CcpmdBsicn jurisdiction c«vor SIMEX) , the- ability of OlE to prohShit SIMEX 
fton independently entering into of faet arrangarents with other exchanges 
that could adversely af Cect its financial or market Integrity would 
constitute an additional level of protection to the CMB and to its clearing 

maitjers and custoters. 

ihe Division of Trading and Markets recognizes, of course, that upon 
examination of the CMB-SIMEX mutual offset systan in operation, and as other 
exchanges establish or attaipt to establish nutoal of "set agreements, the 
Cormissior. laay determn^ that the restrictions set forth in the flgteanent are 
inconsistent with the Act. For exaitple, if similar restrictions were 
approved with each new entrant to international tradix^, all ccrpetition tea: 
these markets my be limited to ttiose .acchanges with such linkage arrange- 
ments. Alternatively, the Candssion could detennii«» that the regulatory 
interests of the Act mako the infxjsition of restrictions upon the narber of 
linkages entered i:.to by United States contract markets not inapprcpriate. 
m either event, in view of the Division's pridr conclusion that the restric- 
tive provisioas do not on their face violate the anUtrust laws and do not 
otherwise appear to be inconsistent with the Act, the Division believes that 
the restrictive provisions do not require disapproval of the CME proposal by 
the Cornnission. 

tin Division of Trading *»ntl Markets thcn?fore «x5nclutteM tliat it would 
pit^ftiture at tlUs pr.«Iimiiwiy st.iyo of the first international trading 
arrangement involving a United States contract market to roaXo a final deter- 
mination as to the prcpriety of the market restrictions contained in the 
OE-SIMEX prtposal. The Division further believes that an accurate measure 
of the iiipact of this and possible otlier international linkages or trading 
arrangments on United St^ites contaract markets must await the ijjplcmentaticn 
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and operation cf the link and the developnent of other entrants into these 
itarkets. Thus, the Division reoamends that the Comidssion state that it is 
the ccroidssicn's intention o reserve jud^tient obnoemiiig this eaqperiinental 
trading arrangcnent to permit it to later detemdne whether the restrictions 
attached thereto have adversely affected coipetitioo and if so, whether the 
restrictions have in practice proved necessary to maintain the financial 
integrity of the link. This approach gives the Comnission the naxinum 
flexibility to deal with other international arrangements and to address 
changes in market -cnpetiUon as they occur without creating a precedent that 
would oaipel a given approach. Nonethpless, tte Division of Ttading and 
Markets does not believe that any uncertainty over the possihle ijipact of 
this proposal's icstrictive covenants (which constitute an effort by the CWE 
to protect its substantial investirent in time, ironey, knowledge and 
experience in developing this linkage) should foreclose the CME from 
oonrencing an innovative developnent in futures trading. 

XII. Miscellaneous Provisions 
A. Choice of Law 

The Exchanges have cdxjsen New York law to govern botl» Agrecanents and 
their legal relationship thereuwJer. Hifly have agreed that any di^wte v*»ixA 
arises out of eith»: agreement or the mutual pf fset system will be adjudi- 
cated by the U.S. District Court for the Southern District of New York, or by 
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arnr state court i« that district. 11^ f^es have also waived contractually 

, . * 207/ 

any claim that such a court is an inconvenient forum^r— 
B* Tax Treatirent - 

Tte CME has advised the Division of Trading a«3 Markets that it is 
seeking several rulings, still pendin.;, fran the Internal Revenue Service 
relating to the tax consequences ot trades made W U.S. taxpayers purs^^ant to 
the «tual of fset system. The QE has expressly stated that the nutual 
offset system is not intended to create tax avoidance devices. CMB has 
further indicated that it believes that, as a matter of tax policy, trading 
through the link fron Chicago or Singapore shc«ld not. fran the standpoint of 
a U.S. taxpayer, alter the tax consequences which currently pertain to 



207/ MDS Agreeient S21.5. Agrearent, Article VI. has ^ca^ ^hat the 
— ^ JSn^tl will hoLr this contractual provision sinoe the . 
™«S«,^the eoreaients in rtaw York and the use of New y«k banks 
SSS^ ?fa^e^tion of the contract to New Y^- 
SSd that a New York statute specifically recognizes such ocotractual 

provisions . 

With rrswc t t.» Utia provision, the Division of. Trading and Markets 
Viinl^^s to wtoUier a court would decline jurisdiction in the cyent 
SfSlh^ pStS al^ed the "act of state" 

?S Snd^r^ has expressed the opinion that the doctrine would not 
Sl?^eSL the ExchSes are private entiti^ SStSliJ^r 
SeLents will be performed in Singaix,re theOttitedStates 
Uu^Ta, 1894 sutmission. p.8). In the event SIMEX po«3uct ooold be 

SdeJ^ an "act of state/" P^^^P^^'^'J^Slltn'^f^ 
court determination as to whether to accept jurisdiction w°»jjf^^ 
SSSeT^ipSpose of '•>^ action was to serve an integral ff^^ 
ftStSn-^iether the acti.»» was public rather than ocnmercialf whether 
Sl^^ to judge tKe action under «*i^Pg;^^^ 
of international law; and whether the «^tivebranch 
States government nas expressed a view with respecrt to tl« in 
^^o^T J'^T^ Tradi y. Milli ng Op rpIT Fed et^ Republic of^^^^^? .^ 

(1982); AiHfrf Bank Internationa l v. Banco Credit Aqrioola d e 

notes thatms officials hold two seats on SU®C, axd that one MrtS 
representative dwnirs both the UCC and the merfcership cumattees 
(Martii 2, 1?84 cable and Fd^rxjary 17, 1984 telex). 
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foreign and dcnestic trades in order to prevent market distortions because of 
unintended or intenaed tax effects and to assure that the system cannot be 
used as a system of tax avoidance?2i' specifically, CMB has requested a 
ruling from the Internal Revenue Service that futwres contracts originated on 
the CMB under the mutual offset system, and all gain or loss with respect to 
such contracts, except as otherwise provided under the Internal Revenue Code, 
will be treated as regulated futures contracts within the meaning of Section 
1256 (W . In this oonnectiai QttJ has further requested that all gain or loss 
with respect to futures contracts originated on the <ME be considered fxxm 
sources within the United States whether or not the contracts were acquired 
or offset under the mutual of fs*.t system. The effect of treating gain or 
loss with respect to futures contracts on the CME which are established 
pursuant to the mutual offset system as gain or loss within the United States 
is to prevent taxpayers fron treating gains or losses on positions originated 
at the OIL, executed in Singapore but transferred to the CME through the 
link, as foreign source inoone and thus taking advantage of foreign tax 
credits. CME also requested opposite opinions with respect to contracts on 
SIMEXI^' 

C. Extraterritorial Issues 
1. Blocking / zatutes 

The CME has stated that, to its knowledge, there are no restrictions 
presently in effect or cxwitenplatrd by the Singapore government which would 



208/ August 3, 1984 submission, p.2., item 4» 

209/ July 18, 1984 submission, pp. 11-12, At that tiine, the (MS expected a 
preliminary determination on the matter within three wedcs. 
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affect the cxchai^ of infontation between the CWE ond S2ME3C as provided for 
in the pgceeaent^^ The M\S has also represented that the Sing^xxe 
banking laws will not affect the flow of information eit>er between OlB and 
SIME3C or to the coindssion or the MAS. or apply to gold trading or trading in 
financial future^^ It is further understood that SIMBC li.tends to provide 
that banks cannot becote naibersr although bank subsidiaries may be nenbers 
212/ 

of that Exchange* — 

2. Special Calls 

Cannission regulation 21.03 provideH that the camdssicn may issue a 

^jecial call for ijifonnatlon to a luturcs conndssion merchant, custaner, 

foreign bank or foreign trader where the CJotmissicn has determined that such 

infomation is necessary to enable the Oimiission to detemdiie whether a 

market disorder exists in any ocSntract market. A "foreign broker" is defined 

as ary person located outside the U.S. who carries an account in futures or 

options CO any contract n«rket for any other person (Ooranissicn regulaticn 

15.00(a) (D). Therefore, the OE has opined that Sectic« 21.03 does not 

reach SIMEX clearing inart>ers, brokers or custoners merely thrc«gh their use 

of the mutual of f set system because transactions executed cn the OE are 

transferred back to SIMEX and are thus not carried cn a contract market. 

purtherroate, the Agreencnts between OE and SIMEX dc not require that foreign 

213/ 

users of the systan waive any objections to CXnttdssion regiilation 21.03» 



210/ Fd^ruary 27, 1984 subidssion, p. 14. 

211/ Ttelex of Wtoruary 17, 1984? MAS cable of March 2, 1984. 

212/ Fdbruaxy 27, 1984 submission, p. 13. 

213/ May 18, 1984 submission, p. 5. 
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Tte nutual offset systan wiU not, hcwever, in any way adversely affect the 

Cormission's ability to receive inforrotion under Section 21.03 in any case 

214/ 

where it would otherwise be available!—^ 

3. E)ttraterritDrlal Investigatory Authority 
Sectiai 8(a) of the Act, 7 U.SX. S12<aJ (1982), auUwrl/^s the 
oomiission to "mdke such investigations as it deents necessary to asci-rtain 
the facts regarding the cperations of boards of trade and other perscns 
subject to the provisions of this Act*" Ohus, bo the extent that SIMEX, its 
inaiters and their custoiers are subject to the Act, the Ccmnlssion has the 
power tx> investigate anj' cf their activities which relate to matters over 
which the Conmission has jurisdiction. 

In addition, the Cawnission has clear authori^ to bring an adnini- 
strative action against any verson among other things, is violating or 
iias violated the Act or any rales, regulations, or orders thereunde}:, or is 
mrmipulating or attorpting to nwiiintJAla the price of any cnr^irodity in 
ijiterst*>te c uinerc e or of any conwodity for future delivery subject to the 
rules of any contract market. Section 6(b), 6(c) of the Act, 7 U*SX. 
SS^r 13b (1982); see also In tb*. Matter of Wisccre/ S>A> 11977-80 Transfer 
Binder! Conn. Fut- L. Fep- (OCH) 120,785, 23,198-99 (1979), rev'd cn other 
qrouiris , Wisoope, S.A, v> OTC , 604 F,2a 764 (2d Cir- 1979) (OOTndssxcn has 
"transactiaial jurisdiction over an^ person believed to be violating the Act 
'without regard to the persc3n's nationality or location" so long as there is 



214/ F^niary 27, 1984 submission, pp. 12 & 14. CMB has stated that 

Sing^re statutes will not inhibit tne disclosure of infoniBtion under 
CCnniission reguiatiofv 21 .03 or any other Coitmissicn regulation. May 18, 
1984 submission, p. 5. 
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sam nexus between the person's activities and those activities regulated by 
215/ 

the Comdasion. ) 

CXnndssion i\iles and regulations pertaining to other acxxwnts carried 
on the CMS will likewise apply to those accounts established for nutual 
offset system trades. In this regard, Contnission regulation 15.05(b) makes a 
futures ocRinission merchant ("rcM") (or introducing broker who introduces an 
account to an PCM) the agent of a foreign broker or trader "for puposes of 
accepting delivery and service of any oormnmication issued by or on behalf of 
the Comdssicn to the foreign broker or the foreign trader with respect to 
an/ futures or cpticn contracts which are or have been maintained in surf* 
accounts carried by the froij A foreign broker is any person located 
outside the United States whQ carries an account ixi comodity futures or 
options on any contract market for any other person. A SIME3C clearing menter 
who is a trading partner of a CMF clearing menter^ and who transmits orders 
for execution cn the CMET pursuant to the mutual offset system, carries an 
account on the OIB through a OE clearing menter. The OiF, clearing maober 
would, thus, be the SIKEX clearing mentjer's agent for delivery and service of 
any connanication of, or on behalf of, the Camdssion pursuant to OcnmissiCH^ 
regulation 15 .05?^'^ 



215/ With respect to the Comdssion^s power to serve a subpoena on a foreign 
~" citizen in a foreign nation, however, the United States Court of Appeals 
for the D.c. Circuit recently held that the Connission's sulpoena pcwer 
under Section 6(b) of the Act does not extend to foreign citizens in a 
foreign nation* Qjmnodity Futures Trading O unraissica v* Nali Robert 
Nahas r App* No. 83-2313 (D.C. Cir., July 6, iM> • no ^^peal has been 
noted* 



226/ See Nay 18, 1984 submission, p. 6. 
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The Ccmnission*s regulatory aut)x>rlty also has an ^traterritxarial 
reach. The Ccnmission generally is vested with occlusive jxirisdiction over 
futures trading on domestic exchanges and ••any other board of trade, exd^ange 
or market*" Section 2(a) (1) (A) of the hct, 7 U.S.C. §2 (1982). «» legisla- 
tive history indicates that this latter clause was intended to refer to 
foreign boards of trade. Tlie Act also oontains a broad definition of inter- 
state CGmneroe which includes foreign ocRinerce. Sections 2(a) (1) (A) , 2(b) of 
the Act, 7 U.S.C. SS2, 3 (1982) • This authority is limited^ hwever, by 
Section 4(b) of the Act, 7 U.SX. S6(b) (1982), which delineates specific 
areas of the Carmission's regulatory aut)iority over persons located in the 
United States who engage in the offer and sale of foreign futures and pro- 
hibits the Camdssion f ran regulating directly t)ie operations of foreign 
boards of trade^^ 

XIII, Sumnary of Corments 

The Goninissic|i received six comnents on tlx; proposed CME adoption of a 
mutual offset system. With the exception of lAM^'s oonments re^^ecting the 
restrictive covenants, which are discussed above, eacJi of the oaiinents was 
sjupportive of the proposal. In particular, each cited tlie proposal as em 
adflitional vehicle to offset the risks associated with v»orldwide pricu 
tiviiK|C« aixi iK>riHl tlv^t Uu* pxxHei*! iiiui for inislcmMM wouiil U' ijifMlor llwii 
iKoirrently exist for fort;ign trading* (."dinex added that the proposal 
should not be viewed as the only nethpd for establishing a trading link vdth 



217/ As the Conmissicn is aware, on July 27, 1984 the Ccronissicn fXJblished in 
the Federal Register a. series of questions about foreign futures trading 
in the United States, in part, in an effort to assess the scope of 
domestic sales of foreign futures contracts by FOls and other parties 
that are not offering or selling doncstic futures contracts* 
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a foxBign futures exchange^ citing its pending negotiations with the Sidney 
Futures Exchange, C^rgill Investor Services^ Inc. urgcad the Ctmnission to 
carefully consider the potential inpact on clearing WBntoers not partic^ting 
in the systan, whether suitable remedies are available for aggrieved parties, 
whether adequate financial protections exist (and, in particular, that 
financial protections increase as risks and position sizes increase) , and 
that there is appropriate authority to suspend trading under the system in a 
•V>rst case" situatlcai. Cargill was, however, supportive of the concept 
involved in mutual offset • The Divisions believe that each of these cctficems 
has bec^ satisfactorily addressed. 

XIV, Cofx:lu?>irxi 

Dased on the foregoing analysis and revi&f of the proposed cm rules 
and rule aroeniicnts together with the M06 Agreemesnt and supplenental Agree- 
nent an3 other suhndssicrjs of CMS, as well as materials pertaining to SIMK 
and other materials as described abovu, the Divisions of Trading and Markets 
and F/roncinii: Amlyjiif; recxmnend that the OsmnlsRion approve proposed cm 
naers fl70~a79 aiKl airembwnto to rules 300, 413, 802, 803, and 931 as iu^raXn 
descrilxrf. The? Divisiori:; further reoanoEinc that the Ccmnission advise the 
CME tliat, while the Qxnnission has reviewed the Agroenent and WS Agreerient 
uiider Election 5a(12> of tJie Act and Cbinnlssicn regulation 1,41, the Conmis- 
sx'i'O does lyot intend affixmatively to approve tlxise Agreements* 
Attachmnts 

P. Cooper X48955 

J. Mielke x43310 (Parts VI-VIl) 

Rosenfeld x48955 (Part XI) 

(K. RDsen?:w:£ig x48955) 
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I . INTRODUCTION 



The Chicago Mercantile Exchange (•'CME") i8: propos- 
ing to institute a system of mutual offset (the "Mutual 
Offset System") with other participating exchanges ("Partic- 
ipating Exchanges") that will permit clearing raeiiibers of the 
CME or of a Participating Exchange to establish or liquidate 
a position on one Exchange throUgh the execution of a trade 
on another Exchange. The CME has entered into an arrangement 
with the Singapore International Monetary Exchange, Ltd. 
{"SIHEX")* that will inpleir.ent the Mutual Offset System. 
This arrangement will apply initially to futures contracrs 
in Japanese Yen, three-month Eurodollars and gold. The CME 
nay enter into similar arrangements with other Exchanges in 
the future and may expend the Mutual Offset System to other 
commodities. This Submission describes the Mutual Offset 
System: what it is; how it works; and how it will affect 
American users of these markets and the CME itself. 

The CME is submitting, pursuant to S5a(l2) of the 
Commodity Exchange Act, amendments and additions to the Rules 



^ The Cold Exchange of Singapore ("GES") plans to reorganize 
before January 1. 1984. As part of that reorganisation the 
GES will change its name to the Singapore International 
Monetary Exchange, Ltd. The Singapore Exchange is referred 
to as "SIMEX" through this Submission. See Appendix E lor a 
map of Southeast Asia which includes Singapore. 



of the CME.* Aroendments to Rules 413, 802 and 803 and the 
addition of Chapter 8A will provide the membership of the 
ONE with notice of the rights and responsibilities J>£ 
participation in the Mutual Offset System. Such Rules have 
been approved by the CME's Board of Governors at its Octo- 
ber 19, 1983 meeting pursuant to Rule 230(k) of the CHE. 
The text of ti^e Rules appears in Section VI of this Subinis- 
sion. Preceding the text of the Rules is Section 1 11^, which 
describes the. Mutual Offset System, Section IV, which 
examines the benefits of the Mutual Offset System, and 
Section V, which explains the protections afforded users of 
the Mutual Offset System. The Appendices to this Submission 
contain additional information regarding the mechanics of 
the Mutual Offset System. 

The purpose of this Subnission is to obtain 
approval of the Rules set forth in Section VI. . This Submission 
is also intended to provide the Commodity Futures Trading 
Commission (the "Commission") with a detailed description of 
the structure and proposed operation of the Mutual Offset 
System. 



* The CME is requesting that this Submission and its 
Appendices and Amendments be held in confidence. A Confi 
dentiality Letter dated October 31, 1983 is attached as 
Appendix D. 
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II- BACKGROUND 

This Submission describes the arrangerfients for the 
formal linkage of two futures markets — the CME and SIMEX 
through the .Mutual Offset System. The Mutual Offset System 
has been nearly two years in development. Planning began 
early in 1982 when the Monetary Authority of Singapore 
invited three senior officials of the CME* to meet with the 
Singapore Working Party, which was considering expansion of 
the Gold Exchange of Singapore into the financial futures 
markets. After these meetings, the CME and the Working 
Party agreed to conduct a feasibility istudy on trading and 
financial linkages between the two exchanges. Since that 
time, the CME has created the Mutual Offset System which 
permits certain contracts listed for trading on both Exchanges 
to be established or offset in either Singapore or Chicago* 
The Steering Committee from Chicago and the Working Party 
from Singapore have reached agreement on the structure of 
the linkage. Some of these agreements will be embodied in a 
contract between the Exchanges, and others in the rules of 
the Exchanges * 



* The CHE representatives at these meetings, who now com- 
prise the CME's Steering Committee for the Singapore- Project, 
were Special Counsel Leo Melamed, then Chairman John F. • 
Sandner; and then First Vice Chairman, Brian P. Monieson. 

*♦ The operative rules of the CME are contained in this 
Submission. Similar rules have been drafted by the Rules 

(Footnote continued on next page*) 



This formal linkage of markets reflects developments 
in international trading which have been evolving for many 
years. Loose networks of banks trading in major curlrencies 
have long been common* In addition, the market for gold 
historically has been global in spectrum^ and currently 
involves arbitrage relationships between widely dispersed 
financial centers. Because commodities such as currencies 
and gold are in worldwide demand and are influenced by . 
world-vide developments, they have been traded around the 
world and around the clock for many years. These and other 
factors suggest that contemporary markets must also trans^^ 
cend national boundaries if they are to be efficient •and 
properly serve market users.* 



(Footnote continued from previous page.) 

Committee of SIMEX but have not yet been finally approved by 
that exchange. The contract between the Exchanges will^ 
when executed, impleir.ent the various arrangements described 
in this Submission. 

* Specific efforts to expand existing markets internation- 
ally have already been made^ For example, a form of around* 
the-clock trading already exists in portions of Europe and 
Canada through the development of an options trading ring in 
gold and certain foreign currency contracts* The European 
Options Exchange ("EOE") in Amsterdam began trading gold 
options in April of 1981. It subsequently linked with the 
MontresI and Vancouver Stock Exchanges to form a trading 
ring. The exchanges are connected by a central computer, 
through the International Options Clearing Corp., which 
allows the public order books to be transferred without loss 
of priority from one exchange to another as each exchange 
closes and the trading day matures* The 16-hour trading day 
begins in Amsterdam and moves to Montreal and finishes in 
Vancouver, thereby increasing the opportunity for a customer's 
order to be filled and allowing a customer to open a position 
on one exchange and close it out on another. 
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Pressures to expand markets internationally have 
been accelerated by rapid changes in technology. Because of 
technological advancements, we live in a smaller world today. 
First telephone, then television, and finally computers have 
linked distant and unrelated places. Responding to these 
pressures to expand markets internationally, some firms have 
established 24-hour trading desks to accommodate clients in 
different parts of the world dealing in similar or identical 
instruments-* 

Trading on a world-wide basis, while eeonomically 
desirable, is often difficult. Trading on different exchanges 
in differing contracts involves basis risk for the hedger. 
The need to execute two or more transactions when trading in 
different time zones increases transaction costs and price 
risk to the trader. The mechanical problems of dealing with 
different markets, whether formal or informal^ are obvious. 
These problems are compounded when the trader is dealing 
with markets in different countries. Each country has its 
own legal and regulatory structure, customs, and culture - 



* For example, CME clearing members have expanded geographi- 
cally. There are 43 CME member firm offices in London, 27 
in West Germany, 23 in France, 28 in Switzerland, and 4 in 
Bahrain. in the Far East there are 10 CME member firm 
offices in Hong Kong, 5 in Singapore, 4 in Tokyo, 1 in 
Osaka, 1 in Seoul/ and 2 in Manila. 
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The objective of the CME Steering Committee and 
the Singapore Working Party has been to overcome these 
impediments by creating an integrated system. In developing 
the Mutual Offset System, they have endeavored to eliminate 
the principal obstacles referred to above by directly 
connecting two autonomous markets. The System vill allow 
members of the CME and SIMEX to trade identical contracts in 
gold, currencies, and financial instruments. Through the 
use of computer technology, transactions on cither Exchange 
will be properly identified, cleared on the Exchange of 
execution in the ordinary course, confirmed between Exchanges 
and transferred to the member firm that initiated the trade. 

The economic benefits of this System are evident.* 
From the traders' standpoint, the linkage will extend the 
trading day from about 7 hours to 14 hours — and perhaps 
longer- Price risks inherent in arbitrage between markets 
will be reduced and transaction costs will be lowered. 

The Mutual Offset System will permit U.S. users of 
the market to function in much the same way as they currently 
function for purely domestic trades. Each customer will 
deal with its own clearing member and each clearirig member 
will deal with its own clearing house. As a result, U.S. 

* See Section IV on Benefits of Mutual Offset System. 
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users of the market will be able to continue to look to a 
CME clearing member as the guarantor of their trades. This 
will greatly simj^lify trading across national boundaVies. 

In order to implement this arrangement the Exchanges 
will act as intermediaries for their members* Each Exchange 
will be responsible to its own members for their Mutual 
Offset System trades and, conversely, each Exchange will be 
responsible to the other Exchange for such trades. As a 
result, the financial relationships will be centralized at 
the Exchange level where they can be monitored more effec- 
tively and efficiently- In addition^ all of the operational 
features of the Mutual Offset System will be centralized at 
the Exchange level, which will permit greater operational 
control and access to market information* 

J 

SIMEX has agreed to provide the CME, and conse- 
quently U.S. users of the market, with substantial financial 
protections in support of the obligations of SINEX to the 
CME. First and foremost, all SIMEX obligations to the CME 
will be guaranteed by the Exchange itself, not by any 
individual firm. This guarantee will be secured by margins 
and a substantial letter of credit. Positions will be 
marked to market daily* In addition, SIMEX has adopted a 
number of measures, such as gross margining, which will 
enhance its financial strength* 



-7- 



Because U.S* traders in the contracts to which the 
linkage applies will normally trade through and deposit 
funds with U.S. firms, many existing regulatory and-Vemedial 
protections will apply to Mutual Offset System trades. For 
American users executing trades on SIMEX, Cpmmiesion rules 
will apply to solicitation of accounts and recordkeeping.* 
Although the execution and clearing of trades on SIMEX will 
be subject to the rules of SIMEX and not the CME, that' 
Exchange has adopted (or is adopting) substantial protec- 
tions which will benefit its users. For example, member 
firms of SIMEX must meet certain financial requirements as a 
condition for membership, and they must segregate the monies 
and properties of customers- In addition, SIMEX intends to 
adopt a system of market surveillance modeled on the CME 
system, and to establish a forum for dispute arbitration. 
Thus, U.S. users of SIMEX will have at a minimum the pro- 
tections of a well-regulated foreign exchange, and in many 
areas the additional protections afforded in this country. 



* See Section V on Customer Protection. 



III. DESCRIPTION O? MUTUAL OFFSET SYSTEM 

The Mutual Offset System will permit a trader to 
transfer a trade from the Exchange upon which the trade is 
executed to another Exchange, By using the Mutual Offset 
System, a CME member (or a SIMEX member) could establish a 
position on the CME (or SIMEX) and liquidate that position 
by establishing an opposite position on either one of the 
two Exchanges. Put simply, the CME and SIMEX will be linked 
only through a computerized clearing system which will 
effect the transfer of positions between the Exchanges. As 
a consequence, a trader trading through a U.S. firm will 
have access to a futures market during more hours of the 
day. 

The Mutual Offset System Permits a CME Cl e aring Member to 
Execute a Trade on SIMEX and to Transfer the Resulting 
Position to the CME ^ 

/ 

The Mutual Offset System will operate through the 
transfer of positions between Exchanges Inter-Exchange 
Transfers"*), which will permit a clearing member to estab- 
lish a position on its own Exchange even though executed on 
a foreign Exchange. For example, a position created by a 



* See proposed Rules 876 and 877 in Section VI of this 
Submission. 



Mutual Offset System trade executed on SIMEX for a CME 
clearing member* will be transferred from SIMEX to the CME. 
As a result of Inter^Exchange Transfer, the CME clearing 
member (the Originating Clearing Member) will have a posi^ 
tion on the CME rather than on SIMEX, even though the trade 
was executed on SIMEX, Thereafter, the position will be 
treated as if it originally had been executed on the CME, 
Accordingly, margin will be posted in the same fashionas 
with any other CME position, i,e. . pays, collects and margin 
deposits must be met by 8:00 A-M, the following morning. 
The CME clearing member will look only to the CME, and will 
no longer have a position on, or any relationship with, 
SIHEX.** 

The Mutual Offset System also may be used .for 
liquidating trades. For example, a trader leaving an open 
position on the CME may choose to liquidate that position by 
offsetting the trade on SIMEX. In the same manner as 
described above, the trade executed on SIMEX will be trans- 
ferred to the CME where it can then be offset against 

* The clearing member that initiates an order for execution 
on an Exchange of which it is not a clearing member is 
referred to as an "Originating Clearing Member." Conversely, 
an "Executing Clearing Member" is a clearing member that 
accepts and is responsible for executing an order received 
from an Originating Clearing Member pursuant to the Mutual 
Offset System, (See Rules 872 D and E, ) 

** A schematic presentation of this transaction is set 
forth on page 8 of Appendix A, 
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existing position on the CMS. Conversely / if a position is 
established on SIMEX and is subsequently transferred to the 
CME pursuant to the Mutual Offset System, it may be*off&et 
against an opposite position taken directly on the CME* 

The Mutual Offset System works in reverse for 
trades executed on behalf of a clearing member of SIMEX. 
Thus, trades executed on the CME are transferred from the 
CME to SIMEX and may be offset by trades executed on SIMEX 
or by trades executed on the CME and transferred to SIMEX 

Inter-Exchange Transfers Will Result in Obligations Between 

the Exchanges . 

The Exchanges assume certain obligations of their 
respective clearing members through the mechanics of Inter- 
Exchange transfer. For example, take the case of a position 
executed on SIMEX on behalf of a clearing member of the CME. 
When the position is transferred from SIMEX to the CME, the 
CME must assume the responsibility to SIMEX for such posi- 
tion. Otherwise SIMEX would not be able to satisfy its 
responsibilities to a SIMEX's clearing member that stood on 



* A detailed description of the operation of the Inter- 
Exchange Transfer process is contained in Appendix A; in 
addition. Appendix C contains a discussion of deliveries 
under the Mutual Offset System* 



the opposite side of the original trade. Conversely, in order 
for the CMS to meet Its responsibility to the Originating 
Clearing Member for the transferred position,^ SINEX must 
assume a corresponding responsibility to the CME for the 
position. As a consequence, the two Exchanges, as interme- 
diaries, .become obligated to one another for the transferred 
position, and clearing member^ deal only with their own 
clearing house. The linkage exists only at the Exchange 
level, even though the short side of the original trade is 
on one Exchange and the long side is on the other Exchange. 

The Mutual Offset System and the Inter-Exchange Transfer 
Process Reduce the Risks to Market Participants , 

The Mutual Offset System has been structured to 
simplify the process of international trading and to maximize 
the financial security of the Exchanges, their member firms 
and customers. While theoretically possible, it would be 
mechanically very difficult to structure a system that 
operated through individual clearing firms. In addition, 
such a system would require daily settlement of numerous 
financial obligations between U.S. firms and foreign firms 
vith no centralized supervision and with only limited 
ability to evaluate the financial standing of the foreign 
firms with which they were dealing. The risk of dealing 
with a foreign firm or a foreign exchange would be on the 
individual U.S. firm and its customers. 



Ihe Mutual Offset System largely eliminates thei^e 
concerns. Clearing firms participating in the Mutual oifset 
System re financially obligated only to their own Clearing 
house « Thus, the uncertainties of dealing with a foreign 
entity are eliminated at the clearing member level. A U.S. 
firm need not be concerned about the financial integrity of 
a single foreign firm since the U.S. firm can look to the 
CNE and the CNE, in turn, looks to SINEX as a whole.*. In 
addition, the Exchange to Exchange relationship greatly 
simplifies the financial, regulatory and surveillance 
Arrangements necessary for the efficient operation of the 
System.** ^ 

The Mutual Offset System Will be Limited to Certain Contracts . 

Trading by mutual offset will be available only 
for certain futures contracts which are listed on both the 
CME and SIMEX in identical form.*** Initially^ it is 
proposed that such trading will commence in 



* See Section V on Financial Protections. 
** See Section V on Market Surveillance. 
*** See CME Rule 871* 
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futures contracts in the Japanese Yen, Eurodollars, and 
gold.* 

Access to t:*e System Will be Limited to Authorized Clearing 
Members. 

In order to permit the Exchanges to monitor 
closely the operation of the Mutual Offset System and the 
clearing members U5ing the System, access to the Mutual 
Offset System will be limited to clearing members of the CME 
and SIKEX that have been authorized to participate 
("Authorized Clearing Kembers"). In the case of a trade 
executed on SIKEX on behalf of a U.S. trader, the trade must 
be originated through an Authorizec< Clearing Member of the 
CME and executed by an Authorized Clearing Member of SIMEX* 
Ordinarily, the CME Originating Clearing Member will have a 
pre-existing relationship with a SIMEX Executing Clearing 
Member pursuant to which the SIMEX member will execute 
Mutual Offset System trades on behalf of the CME member, and 
perhaps vice versa . 



* Mutual Offset System trading will not be available for 
all of the contracts traded on the CME, and it is anticipated 
that SIMEX will trade a number of other contracts outside of 
the Mutual Offset System. If required, the CME will deliver 
to the Comniission a separate submission requesting approval 
of modifications to the existing CME contract specif jfcations 
necessary to accommodate the Mutual Offset System. 



•The CHE and SIMEX will determine which of their 
respective clearing members will be Authorized Clearing 
'Members. A register. ol all Authorised Clearing Members will 

l%>e'inai^taiAed. b.7**xtach.i.xc1)ange. Eithar Exchange inay^ upon 
^^»?\5cn:iblc-:notice/ 'remove any of its respective clearing 
r.embers from the list of Authorized Clearing Menibers. So 
long as a clearing meniber remains on the list of Authorized 
Clearing Members, its Exchange will be required to accept an 
InV'^r-Exchange Transfer for trades made on such clearing 
member* s behalf pursuant to the Mutual Offset System, 
provided, of course, that the trade has been properly 
cleared and matched.* 



?i J5eo Appt-mlix. B for a description of the inter-Exchange 



IV. BENEFITS OF MUTUAL OFFSET SYSTEM 

The economic rationale for the Mutual Offset 
System is twofold: first, to provide for more effective 
hedging, and second, to redvce the transaction costs associ- 
ated with hedging. In each of these respects, the Mutual 
Offset System will be of direct benefit to commercial 
participants in the underlying spot markets. 

Kound-the-Clock Tradino Tortay 

The major corunodity exchanges trade an array of 

commodities, including gold, Eurocurrencies and foreign 

exchange. Gold, for example, is traded on exchanges located 

throughout the world. Consequently, gold is being traded 

somewhere in the world twenty-four hours a day. From an 

American perspective, the daily trading cycle for gold 

begins with the opening of the CME. When that market 

closes, trading shifts to the Far East and from there to 

Europe. Altogether, a typical daily trading cycle looks 

something like this, expressed in terms of Eastern Standard 
Time: 



9:00 A.M. to 2:30 P.M. 



2:30 P.M. to 8:00 P.M. 



Futures trading on the CME in 
Chicago. Cold bullion trading 
is done over the counter. 

Spot and forward bullion 
trading is done over the 
counter by a handful of 
dealers in New York. 



B:00 P.M. to 11:00 P.M. 
1:30 A.M. to 4:30 A.M. 

4:30 A.M. to 7:10 A.M. 
9:00 A.M. to 11:40 A.M. 



5:30 A.M. to 10:00 A.M. 



Futures trading in Bong Xong 
and Singapore. 

Futures trading on the London 
Cold Futures Market, ffulllon 
traded over the counter. 



Bullion traded through the 
morning and afternoon fix 
the London Cold Market. 



Similar round-the-clock trading markets exist for Eurocur- 
rency deposits and foreign exchange.* 

Futures Mar) — r..>,>^^> Effleienc/ of Cash Markets. 

When a futures market is open' somewhere in the 
vorld, the efficiency of the underlying spot market is 

* One commentator h as described trading in Eurocurrency 
markets as follows: 

"The market for Eurocurrency deposits follow.* 
the sun around the globe. On a working i J , 
starts, due to the position of the international 
date line down the middle of the Pacific, at 
9:00 A.M. local time in Singapore. Singapore is 
the major but not the only Southeast Asian center 
for trading in Eurocurrencies. Hong Kong is also 
an important center and some trading occurs in 
Kuala Lumpur. The banks that are active in the 
Singapore market, mostly foreign banks and in 
particular the big U.S. banks, do some trading 
there that is * a natural' ^^a^l^^^ 

Southeast Asia, i.e., ^"ndi^^loans to^ finance and 
accepting deposits generated by economic activity 
in that area. Such activity, while growing, is 
still small compared with that in Europe and the 
United States, so much less natural business is 
done in Singapore than in London or New York. 



After the Euromarket opens in Southeast Asia, the 

next important centers to enter the 

those in the Middle East, Bahrain in particular. 



(Footnote continued on next p:^ge.) 



greatly enhanced. This can be illustrated by comparing bid- 
ask spreads in the U.S. spot bullion market during those 
hours when futures markets are open with the bid* ask spreads 
that prevail when these markets are closed. Currently^ the 
difference between bid and ask prices in the primary dealer 
market is about 56 cents per ounce when the CMB is open. 
Just before 2:30 P.M., however, the spread between bid and 
ask prices begins to widen. At 2:30, when the CME closes 
for the day, the typical bid-ask spread is likely to have 



(Footnote continued from previous page.) 

Here again natural activity is limited. Arab 
money is placed in the Euromarket largely through 
banks in Paris, London, and elsewhere in Europe; 
and Bahrain's importance is primarily as a booking 
center. 

London and other European centers, which are the 
next to open, do so early in order to be able to 
catch the Singapore close. Singapore tends to be 
£ net taker of funds, and as a result the London 
market often opens on the firm side due to buying 
interest from Singapore. 

Because of the huge volume of natural activity in 
Eurocurrencies in London and other European 
centers, the New York market tends to lean on 
these markets. It opens early — some New York 
banks have traders at their desks as early as 
5:00 A.M. and it normally closes at noon as 
London closes. If, however, something important 
happens after noon New York time, the New York 
market: works during the afternoon. 

From the time New York closes until Singapore 
opens, the Euromarket goes through its *dark 
hours.' Some trading occurs in San Francisco, the 
Philippines, and other centers, but the volume is 
so small that the banks cannot really react in 
size to any major development until Singapore 
opens.** M. Stigum, The Money Market; Myth, 
Reality, and Practice 427-28 (1978). 



doubled/ Moreover, spot bullion trading almost comes to a 
standstill. 

During the rest of the trading day, bid-ask 
spreads in the spot market rise and fall in response to the 
volume of buy and sell orders in the over-the-counter market 
and to the opening and closing of Far East and Europoan 
futures markets. For example, the bid-ask spread in the 
spot market is about the same when the Asian futures markets 
are open as it is when the CME is open. The bid-ask spread 
during European trading hours is somewhat wider than during 
U.s: or Asian trading hours, but narrower than during the 
time span betwefen the close of U.S. markets and the opening 
of the Asian markets.* 

The relationship between the presence of an active 
futures market and the narrow bid-ask spreads in the spot 
market can be attributed to both of the classical functions 
of futures markets - price basing and hedging. Gold 
dealers, when asked why the spreads narrow when the futures 
markets open and widen when the futures markets close, 
provide two reasons. First, they say that it is easier to 
know -where the market for gold is" when the futures markets 
open. TO a large extent, this is because futures market 



are 



* The exception is the early morning London 9^1^ fix,- which 
takes place before the U.S. futures markets are open. 
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prices provide a more accurate picture of the market at any 
given instant than can be obtained by calling other dealers. 
The alternative — sampling dealers in the over-the-counter 
market -- provides less information because the nunib'er of 
dealers who can be reached in a given time period is far 
smaller than the number of market participants vhose market 
opinions and expectations are reflected in a futures price. 
Second, they say that it is easier to hedge their cash gold 
positions with futures contracts traded on an active exchange 
than with forward contracts in an over-the-counter dealer 
market. 



Th e Mutual Offset System Will Enhance the Effe ctiveness of 
He dging . 



As gold futures markets arc now structured, gold 
dealers must use CME futures to hedge when the U.S. markets 
are open and Hong Kong and Singapore futures during Asian 
business hours. This arrangement has its drawbacks. For 
example, suppose that a commercial supplier in the United 
Spates is long spot gold and determines in the middle of the 
night in the U.S. — for whatever reasons — that his 
exposure is too great and that he wants to hedge. This 
might be done by selling gold futures in Singapore. But if 
he wants to lift tho hedge during the next U.S. businiess day 
he cannot directly offset his Asian futures position. 
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Rather, to lift the hedge he roust either buy more gold in 
the spot market or buy CME gold futures. Either approach 
carries with it some basis risJt, because movement in the 
U.S. spot gold market or in CME gold futures may not offset 
completely movements in Singapore gold futures. 

This basis risk vould be eliminated, however, by 
the Mutual Offset System. The hypothetical commercial " 
supplier who sold futures in Singapore during the night 
could completely offset that position on the CME the follow- 
ing morning. Since identical contracts will be traded on 
SIMEX and the CME. no basis risk will accompany offsetting 
trades on the two Exchanges. Eliminating this basis risk 
will obviously enhance rhe effectiveness of a hedging 
program. 

The Mutual Offset System will augment a hedging 
program in another way as well. • Consider again the hypo- 
thetical commercial supplier who sold gold futures in 
Singapore during the night. If, on the next U.S. business 
day, he offsets that position by going long on the CME, he 
then would be faced with the problem of extricating himself 
from the two positions. Because the contracts are traded a1 
different times of the day, one position must be closed out 
while the other is still open, exposing the commercial 
supplier to the fluctuations of the market place in the 
interim. 



/ 

Some measure of the risk associated with closing 

out positions at different times of the day can be obtained 

by examining the change in gold futures prices during the 

interval between the closing of the Gold Exchange of Singapore 

("G£5") and the opening of the CME as well as during the 

interval between the closing of the CME and the opening, of 

the GES, Selected statistics on such changes are displayed 

in the accompanying Table 1 on page 23«* As is shown there, 

» 

the average absolute change — (i*e., regardless of direc- 
tion) --is just over $4 during the time between the GES 
close and the subsequent CME open* Thus, if a hedger closed 
out one leg of a hedge at the market close in Singapore^ the 
average change — up or down — in the value of each 100-ounce 
contract in the other leg of the hedge would have been $415 
by the time the CME opened and the second leg could be 
lifted. As the table indicates, the average change between 
the CME close and the GES close was somewhat smaller, 
although the maximum change was considerably larger. 



* Because opening price data were not available for" the 
GES, the statistics shown in the right-hand column were 
calculated using the GES's closing prices. 



TABLE 1 



INTERHARKET PRICE RISK* 
(dollars per ounce) 



Risk Measure 



CES Close 
Less Subsequent 
CHE Open 



CME Close 
Less Subsequent 
GES Close** 



Mean Absolute Change $ 4.15 

Median Absolute Change 2.90' 

Standard Deviation 3-78 

Maximum 19»50 



$ 3.42 
2,50 
3.21 
25.00 



Source: DRI and CME Research Department 



* Sample period December 1980 through May 1983, nearby 
month futures contracts* 

Data on Singapore open not available. 



Under the Mutual Offset System, there is no 
exposure resulting from the inability to liquidate positions 
on two exchanges at the same time. Having put on a position 
on SIMEX during the night, a commercial supplier can offset 
that position on the CVit the following day. At that point, 
there is no position to liquidate, and no risk of market 
movement between the closing of one market and the opening 
of 'the other. 



By eliminating both basis risk and the risk of 
market movement between the closing of one market and the 



opening of the other, the Mutual Offset System would enhance 
the effectiveness of hedging. Civen access to the Mutual 
Offset Syistem, potential hedgers who wish to avoid th€t 
complexity of current hedging arrangements might well choose 
to hedge. Those who hedge now in spite of the risk would 
also benefit because their hedges would be better. 

The Mutual Offset System Will Reduce Transaction Costs 
Associated With Hedging , 

In addition to making hedging more attractive, the 
Mutual Offset System will also reduce the transaction costs 
associeted with hedging. Consider again the commercial 
supplier who sells gold futures on SIMEX during the night 
and then wishes to lift the hedge the following morning. He 
has the option of buying gojd in the spot market or buying 
CME gold futures. If he takes the latter course without 
Mutual Offset, he must post margin both in Singapore and in 
the U.S. In addition, when the time comes to liquidate his 
positions, the commercial supplier incut's two sets of 
commission costs in doing so. 

Transaction costs are greatly reduced under the 
Mutual Offset System. Because a SIMEX position can be liqui- 
dated on the CME the following rooming, there is no margin 
required in connection with the offsetting of a SIHEX 
position. In addition, because the offsetting trade on the 



CME the following day takes the commercial supplier out of 
the market, there are no commissions or other costs associ- 
ated with further transactions. 



V. PROTECTION TO USERS 

A. FINANCIAL PROTECTIONS TO THE CWE 

The Mutual Offset System has been structured so as 
to maximize the financial protections available to the CnE 
and, consequently, to U.S. users of the System* In partic- 
ular, SIMEX has agreed to grant the CME certain financial 
protections in support of the obligations of SIMEX to the 
CME. These protections are briefly described below. 

The System Will Minimize the Obligations of the Exchanges to 
One Another . 

While the Exchanges will be liable to each other 
for the trades of their members made pursuant to the I4utual 
Offset System, this liability will be limited to the net 
open position between the Exchanges. Thus, the liability 
between the Exchanges will be substantially less than the 
aggregate liability that would exist if transfers occurred 
between individual firms. Because the positions of all 
clearing members of each Exchange will be combined in 
determining the net open position, net open interest is 
expected to x^emain modest and should tend to zero as the 
delivery month approaches. These characteristics of the 
System tend to reduce risk. 



SIMEX Will Provide Super-Marcrln to the CME to Secure Open ' 

Positions • 

The obligations of each Exchange to the other with 
respect to transferred positions will be subject to margin 
requirements. Thus, each Exchange will be protected against 
nonperformance by the other Exchange and. will have access to 
the funds requite i in order to 'satisfy its obligations- to 
those of its clearing members who may stand on the opposite 
side of positions on which one Exchange is obligated to the 
other Exchange. 

In order to provide the CME an extra level of 
protection, the margin deposits required to be made by SIMEX 
will be determined pursuant to a formula and will increase 
from a minimum of one times normal CME maintenance margin to 
three times such margin as the number of positions with 
respect to which SIMEX is obligated increases. The CME's 
obligations to SIMEX for margin deposits will be limited to 
the CHE's normal maintenance margin and, accordingly, will 
not adversely affect the financial condition of the CME. 

Margins put up by SIMEX will be held by a financial 
institution acceptable to the CME and will be available to 
the CME if SIMEX fails to satisfy any of its obligations to 
the CME. If the margin deposit is insufficient to satisfy 



the claims of the CME« SIMEX* s Default Rule would be applied, 
permitting the CNE access to the assets of SIMEX and its 
clearing member firms* (See **SIMEX Default Rule" below). 

Inter-Exchange Positions Will be Marked to Market Daily , 

The net position of. each Exchange to Ahe other 
will be marked to market daily based upon the settlement 
price at the applicable Exchange. The daily pays and 
collects between the Exchanges will be made in cash, through 
a Settlement Account established and maintained with one or 
more international financial institutions* Because variation 
margin will be computed according to the settlement price at 
each Exchange, which may differ on any given day^ the 
obligations between the Exchanges for variation margin may 
not always be in balance* Also, because Singapore time is 
thirteen or fourteen hours ahead of Chicago time, there is a 
ten or eleven hour gap between the time daily settlement is 
made in Chicago and the time settlement is collected from 
SIMEX member firms. The financial institutions maintaining 
the Settlement Account, through lines of credit to each 
Exchange, will fund any deficit arising from differences in 
daily settlement between the Exchanges or timing differences. 
These financial institutions will also hold any excess funds 
arising from such differences.* 



* The clearing process and cash flows under the Mutual 
Offset System are illustrated in Exhibit B. 



SIMEX Will Provide the CKE with a Substantial Standby 
Letter of Credit s 

SIHEX will be required to maintain, at ali tines, 
an irrevocable standby letter of credit or bank guarantee 
payable to the CME in the amount of $5,000, 000* The letter 
of credit will be from a financial institution acceptable to 
the CME. This letter of credit will cover the execution 
risk which exists because margin deposits will not be made 
concurrently with the execution of trades on SIHEX. Actual 
margin deposits will be made only after Inter-^Exchange 
Transfer takes place. 

SIMEX Has Adopted a Variety of Measures to Ensure its 
Financial Integrity . 

SIMEX has adopted a variety of measures to ensure 
its financial integrity and its ability to satisfy its 
obligations to the CME and U.S. users of its market. 
Several of these measures are described below: 

Substantial Capitalization , Both SIMEX and each 
of its clearing members will be substantially capitalized. 
SIMEX member firms will be required to maintain a minimum 
adjusted capital of U.S. $900,000. In addition, each firm 
will be required to deposit a $250,000 letter cf credit with 
SIMEX. 



Gross Margins Will be Required ^ SIMEX has agreed 
to require its clearing members to deposit margins with 
SIMEX on a gross margin basis, thereby providing higher 
levels.. of margins generally and greater financial strength 
to SIMEX. 

A "Common Bond*^ Default Rule Will Be Adopted ^ 
SIMEX will adopt a "Default Rule" which provides that in the 
event of a default by any clearing member with respect to 
its obligationis to SIME:C or any other loss experienced by 
SIMEX, the obligations of SIMEX will be satisfied from the 
following sources in the order of priority set forth: 

1. Assets of the defaulting clearing member. 

2. Capital of SIM2X. 

3. Assets of all SIMEX clearing firms on a 
**good to the last drop** basis. 

B. CUSTOMER PROTECTION AND REMEDIES 

Tlie Commodity Exchange Act, existing Commission 
regulations and CMS rules will govet-n most phases of .the 
Mutual Offset System. The CME is proud of its record as a 
self-regulator and would not compromise its reputation or 



its regulatory responsibilities by creating a trading system 
which failed to provide adequate protections to U.S. users 
of the Mutual Offset System. Consequently, the CHE -is 
confident that the proposed CME rules, along with Coimnission 
regulation, will provide substantial protections to U.S. 
users of the System. 

Although CME rules and Commission Regulations will 
not govern the execution and clearing of trades on SIMEX, 
SIMEX, in conjunction with the CME, has developed substantial 
customer protections. The more innovative customer protec- 
tion adopted by SIMEX include: 

1. Requiring SIMEX member firms to segregate 
all customer monies and properties from proprietary 
funds. 

2. Requiring the gross margining of all open 
positions on SIMEX. 

3. Requiring the licensing of bro)cers 
affiliated with SIMEX member firms. 

4. Requiring disclosure of risk to customers 
and regulating customer accounts.. 
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The Mutual Offset System, however, is designed to 
incorporate, wherever possible, the protective measures 
already available to customers under the rules of the CME, 
Proposed Rule 870* in pertinent part states: 

The procedures for trading, clearing, etc., 
including the duties of a clearing member to its 
customer and the rights and responsibilities of 
such customer that are not specifically covered 
herein shall be governed by the rules of the 
Exchange that are consistent with this chapter* 

As a result, solicitation of Mutual Offset System trades by 
an authorized clearing member of the CME must be in accor* 
dance with Exchange srules. In addition, such orders must be 
properly documented and retained by the clearing member. 
Initial and maintenance margin must also be obtained from 
customers in accordance with CME rules, and Confirmations 
and Monthly Statements must be sent to customers. 

Moreover, proposed Rule 874** provides that a 
clearing member may not use the Mutual Offset System on 
behalf of its customers without the express written consent 
of the customers. This Consent Statement, which is intended 
to make customers fully aware that CME rules and Commission 
regulations do not cover the execution and clearing of 
trades on SIMEX, must include the following language in 
boldface type: 

* See Section VI for the text of the proposed Rule 870. 
** See Section VI for the text of proposed Rule 874. 



**(FCHj may from time to titne execute transactions 
as customer's agent on a foreign futures exchange 
which participates with the Chicago Mercantile^ 
Exchange in trading Identical contracts pursuant 
to the Mutual Offset System. Participatidn in* the 
Mutual Offset System involves the execution and 
clearing of trades on a foreign exchange. Neither 
the Chicago Mercantile Exchange nor the Commodity 
Futures Trading Commission regulates activities 
subject to the rules of a foreign exchange^ 
including the execution, delivery and clearing of 
transactions on such exchanges. For this reason 
customers who trade pursuant to the Mutual Offset 
System will not be afforded certain of the protec? 
tive measures provided by the Commodity Exchange 
Act, the Commission's regulations, and the rules 
of the Chicago Mercantile Exchange." 



Rule 413"* has also been amended to provide a 
forum for customers using tho Mutual Offset System. Amended 
Rule 413 extends the CME's arbitration forum to disputes 
arising out of Mutual Offset System trades to the extent of 
the CME's jurisdiction. For example^ the CME would allow 
customers to use the CME's forum to seek a remedy in each of 
the following circumt;tances: 



(i) When a customer using the Mutual Offset 
System alleges that his account was 
^churned^ by a CME member firm in 
connection with trades executed on 
SIMEX. 

(ii) When a customer using the Mutual Offset 
System alleges that a CME member firm 
made actionable misrepresentations to 
the customer in soliciting his order.* 

(iii) When a customer of a SIMEX firm alleges 
that a CME or floor broker improperly 
executed a trade made on the CMS. 



* See Section VI for the text of proposed Rule 413. 



By contrast, claims relating to "bad fills* or trading 
irregularities on SIMEX will not be adjudicated by the CME. 

In addition to CME rules, an existing Commission 
regulation provides substantial protections to a.S^ users of 
the Mutual Offset System. Regulation $30.02* prohibits 
fraud, false statements, deception and the bucketing of 
orders in connection with any account or transaction executed 
on a foreign exchange. Regulation §30.02 will apply to 
transactions executed on SIMEX under the Mutual Offset 
System, and will provide substantial protection to U.S. 
users of the System. U.S. users of the Mutual Offset System 
alleging fraud in violation of Regulation $30.02 can bring a 
reparations action against any person or firm registered 
with the Commission.** NFA arbitration procedures are also 
available to aggrieved parties who have complaints against 
NFA members.*** 

* 17 C.F.R. §30.02. 

** Commodity Exchange Act § 14a. This section provides a 
reparations claim to "any person complaining of any viola- 
tion of any provision of this Act or any rule, regulation. 
or order issued pursuant to this Act by any person who is 
registered under the Act " Jemphasis added}. 

*** NFA Manual 116017.1(a)(1), provides that NFA arbitration 
procedures are also available to aggrieved parties in those 
cases where NFA has jurisdiction over all parties and 
witnesses involved in the dispute. A practical limitation 
on this forum would, of course, in some instances be the 
unavailability of witnesses who reside in foreign countries. 



CominisBion regulations will also govern Mutual 
Offset transactions after Inter-Exchanye Transfer occurs and 
the position is carried on the CME. After a Mutual Offset 
System" trade is cleared by SIMEX and the position is trans- 
ferred to the CME, a trade executed on SIMEX is treated as 
if it had originated on the CME. Consequently, the position 
is subject to the same Comniission regulations and CME rules 
as trades executed on the CME. 



In addition, the Commission may invoke Section 4(b)* 
of the Commodity Exchange Act to promulgate regulations 



* Section 4(b) grants the Commission broad rule making 
authority over the offer and sale of foreign futures on the 
United States but expressly prohibit?, regulation of foreign 
exchanges, such as SIMEX- This provision which delineates 
the Commission's jurisdiction respec':ing the linkage between 
the Exchancjes, reads as follows: 

"(b) The Commission may adopt rules and regulations 
proscribing fraud and requiring minimum financial 
standards, the disclosure of risk^ the filing of 
reports, the keeping of books and records, the safe- 
guarding of customers' funds, and registration with the 
Commission by any person located in the United States, 
its territories or possessions, who engages in the 
offer or sale of any contract of sale of a commodity 
for future delivery that is made or to be made on or 
subject to the rules of a board of trade, exchange, or 
market located outside the United States, its terri- 
tories or possessions. Such rules and regulations may 
impose different requirements for such persons depend- 
ing upon the particular foreign board of trade, ex- 
change, or market involved. No rule or regulation may 
be adopted by the Commission under this subsection that 
<1} requires Commission approval of any contract rule, 
regulation, or action of any foreign board of trade, 
exchange or market^ or clearinghouse for such board of 
trade exchange, or -narket, or (2) governs in any way 
any rule or contract term or action of any foreign 
board of trade, exchange, or market or clearinghouse 
for such board of trade, exchange, or market.*' 
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which vould give further protection to U.S» users. Sec** 
tion 4(b) of the Act, which was enected as part of the 
Futures Trading Act of 1982, permits the Commission ±o adopt 
regulations applicable to any person located in the United 
States who offers or sells futures contracts traded on, or 
subject to, the rules of a foreign exchange; Specifically, 
Section 4(b) states that the Commission may adopt regulations 
proscribing fraud, setting minimum financial standards, 
requiring the disclosure of risks, the filing of reports, 
the keeping of books and records, the segregation of customer 
funds, and the registration of sales personnel. 

Initially, the CME believes that the Commission 
should use its authority under Section 4(b) to recfuire that 
customer funds held in connection with Mutual Offset System 
trades be segregated from an FCM's funds. The CME also 
believes that the Commission regulations in this area should 
permit the commingling of customer funds held in connection 
with Mutual Offset System trades with customer funds held in 
connection with trades on U.S. exchanges. As the Mutual 
Offset System develops, the Commission possesses sufficient 
flexibility under Section 4(b) to monitor the growth of the 
Mutual Offset System and to adopt additional regulations as 
they are needed. 



C. MARKET SURVEILLANCE 



Initially, the CHE and SIHEX plan to limit trading 
in thfe Mutual Offset System to futures contracts in gold. 
Eurodollars and the Japanese Yen. Trading in these commodi- 
ties minimizes the risk of a squeeze or a corner on either 
Exchange • Gold and the Japanese Yen are traded on numerous 
exchanges and have huge deliverable supplies, making manip- 
ulation of the market in these commodities virtually 
impossible.* The Eurodollar contract is settled by cash, 
thus further reducing any possibility of market manipulation. 

To reduce the risk of default under the Mutual 
Of fse': System, the System has been structured to minimize 
the CDromitment of one exchange to another.** As a result^ 
SIMEX's guarantee to the CME covers only the net open 
position for trades executed on SIMEX by CME clearing 
members. This netting procedure limits the guarantee of 
SIMEX to the CME. 

* For example/ as of December 31, 1982, estimated gold 
stocks in private hands in the United States alone was 122 
million troy ounces. See AMERICAN METAL MARKET, Metal 
Statistic^ 97 (1983). The annual average supply of Japanese 
Yen for 1983, as of August of this year, was 250.5 billion 
Yen. DATA RESOURCES, INC. (August, 19&3). 

** The inter-exchange net will be structured so that long 
positions will be automatically offset against short posi- 
tions for the same commodity having the same delivery month. 



It is anticipated that market forces will produce 
a random distribution in the linked contracts of long and 
short positions on SIMEX and the CKE. Thus, SIMEX*8 cojmnit- 
roent to the CMB represented by its net open position on the 
CHE 's books is expected to be insubstantial. Moreover, as 
the delivery month approaches, the total open interest will 
decline, and the net open interest representing SIMEX* s 
conunitment to the CME is expected to move toward zero. 

In any event, relative to the total net open 
positions on the CME, the net open interest which SIMEX will 
guarantee to the CME under the Mutual Offset System is 
expected to be quite small. Because the positions guaranteed 
by SIMEX are expected to represent such a small part of the 
total open interest on the CME^ the possibility of a SIMEX 
default adversely affecting the CME is remote. 

Along with these systemic features of the Mutual 
Offset System which minimize SIMEX* s financial commitment to 
the CME, SIMEX plans to employ its own market surveillance 
personnel. The SIMEX market surveillance group will be 
modeled after the CME's Market Surveillance Department. Rep- 
resentatives of the latter department will travel to Singapore 
tc train the staff of SIMEX in market surveillance techniques. 

* Two CME staff members are currently in Singapore to 
assist the SIMEX staff in developing their market surveil- 
lance group. SIMEX staff are being trained in Chicago to 
assume their anticipated self-regulatory responsibilities. 



There will also be regular communications between the staff* 
of the two exchanges, and a periodic review of market infor- 
mation to the extent deemed appropriate by the staffs.- If a 
surveillance question should arise concerning trading under 
the Mutual Offset System on SIMEX, the CMS intends to provide 
appropriate assistance to SIMBX. • Conse«juently, the SIMEX 
market surveillance group will have the benefit of the CME's 
technical assistance. 

In addition, in certain situations, cither Exchange 
may make a -special call" on the other Exchange for market 
information. The scope of these special calls is currently 
under discussion, and will be contained in the contract 
between the CME and SIMEX covering the Mutual Offset System. 
The CME will advise the Commission of the terms of the formal 
agreement covering special calls when the contract is formalized 

SIMEX will also adopt regulations requiring its 
member firms to report to the SIMEX market surveillance 
department, upon request, information regarding any account 
which is carrying a position of 500 or more contracts in 
gold.* SIMEX has agreed to provide this information to the * 

* These reports wil l contain the following information: the 
name and address of the owner or ?«>ntfoll«»^ "ff^^^Jl 
the name and address of the beneficial o^«%J^^^)^! *f f ^^'^J^ 
(if different), the identity of other accounts controlled by 
the owner or controller and the open positions «^ose 

accounts, and the identity of other »?^f^«^»,^^"5^!i^^f^;^ta 
the beneficial owner and the open positions in those accounts. 



Market Survei Hence. Staff of the CME as it is needed* . In 
turn, the CME .has agreed to furnish similar information to 
SINEX as that information is needed by the SIMEX market 
surveillance department. 

Moreover, SINEX will also adopt the same specula- 
tive position limits as the CME for those commodities traded 
under the Mutual Offset System. These limits will provide a 
level of protection to U.S. users of SIMEX that is not 
normally found on foreign exchanges. 

In addition, the Monetary Authority of Singapore 
{^'MAS**} will oversee the operations of SIMEX, and will take 
steps necessary to insure the integrity of that exchange. 
The MAS has jurisdiction, and exercises that Jurisdiction, 
over SIMEX and its member firms. MAS oversight will provide 
further protection to users of SIMEX. 



VI. AMENDMENTS TO THE CME RULES 



Set forth below are amendments to existing rules 
and new rules of the CME which provide the membership of the 
Exchange with notice of their rights and responsibilities 
under the Mutual Offset System* The amendments are made to 
Rules 413, 602A and and 803^ respectively. New rules are 
contained in Chapter BA. Additions to existing rules have 
been underscored. In each case the tpxt of the rule is 
followed by an explanation of the proposal. 



TEXT: RULE -413 



413. HEARINGS BEFORE THE COMMODITY REPRESENTATIVE/CUSTOMER 
COMPLAINT COKMITTEE.- 

A. Definitions 

2. Claim or Grievance* 

Claim or grievance shall mean an asserted 
right arising out of a futures transaction on 
or subject to the rules of the Exchange 
including mutual offset rules , which does not 
require for adjudication the presence of 
essential witnesses or third parties over 
whom the Exchange has no jurisdiction or who 
are not otherwise available and does not 
require the iapplication of the rules of a 
Participating Exchange > 

B. Jurisdiction 

The committee shall conduct hearings with *>respect 
to rule violations on all matters within its 
jurisdiction. In addition, any non*member customer 
may submit for hearing, in accordance with the 
procedures prescribed by this rule, any claim or 



grievance against a member or commodity representa* 
tive where it arises out of a transaction upon the 
Exchange except the committee shall have no juris- 
diction to adjudicate an alleged violation >of the 
rules of a Participating Exchange and where: 

(The balance of Rule 413 remains unchanged.) 



EXPLANATION : 

The amendments to Rule 413 are made to extend the 
Exchange's customer arbitration forum to disputes 
arising out of transactions governed by the Mutual 
Offset rules which do not require the application of 
the rules o£ a Participating Exchange or the adjudica- 
tion of en alleged violation of the rules of the 
Participr.ting Exchange* 

TEXT: Rule 802 



802* PROTl^CTION OF CLEARING HOUSE.- 
» 

A. Default by Clearing Member and Participating 
Exchange 

1, Default by Clearing Member 

If a clearing zne/nber fails promptly to dis- 
charge any obligation to the Clearing House, 
its security deposit (pursuant to Rule 816), 
its margins on deposit with the Clearing 
House, and any of its other assets available 
to the Exchange shall be applied by the 
Clearing House manager to discharge the 
obligation. The clearing member shallJ* 
immediately make up any deficiencies in its 
security deposit resulting from such appli- 
cation. 



2. Default by Participating Exchange 



. If a Participating Exchange fails promptly to 
discharge any obligation to the Clearing 
House arising out of the Mutual Offset 
System, its letters of credit > marg i ns or 
other assets available to the Exchange shall 
be applied by the Clearing House Manager to 
discharge the obligation * 

B. Losses Borne by Clearing House 

Should the Clearing House bear a loss resulting 
from the insufficiency of the security deposit, 
margins or other assets of a clearing member to 
meet fully its obligations to the Clearing House, 
the in s ufficie n cy of letters of credit, margins or 
cthe r asse ts of a Participating Exchange available 
to the Exchange to meet fully its obligations to 
the Clearing House , the insolvency of a clearing 
member, the insolvency of a depository, or lar- 
ceny, embezzlement^ or for any other cause, such 
loss shall be met and made good promptly by the 
use and application of funds from the following 
sources in the order of priority hereafter listed, 
with each source of funds to be completely ex- 
hausted before the next following source is 
applied* While such application of func.s shall be 
mandatory, the detailed implementation of Rv;le 
802. B. shall be the responsibility of the Clearing 
House Committee wit^ the approval of the- Board. 

(Balance of Part B remains unchanged* ) 

(Parts C and D remain unchanged.) 



EXPLANATION : 

Amendments to Rules 802. A. and B. apply the 
existing protections of the Clearing House in the event 
there is a default by a Participating Exchange to the 
Clearing House arising out of the Mutual Off set -System, 
or a loss to the Clearing House because the assets of a 
Participating Exchange available to the Clearing House 



are insufficient to satisfy its obligations to the 
Clearing House. The protections vhich are set forth in 
Rule 802. B.l through 4 have not been changed. 



TEXT: RULE 603 



803. LIMITAlION OF LIABILITY, -The liability of the Clearing 
House shall be limited to Uosses resulting from the 
substitution of the Clearing House upon contracts- 
between clearing members and to losses in connection 
with the sxtbstitution of a Participating Exchan g e for 
c learing membe r s pursuant to the Mutual Offset System . 
The Clearing House shall not be liable for obligations 
of a clearing member to a non-member^ obligations of a 
clearing member to another member of the Clearing House 
who is acting for him as broker^ or obligations to a 
customer by a clearing member, nor shall the Clearing 
House become liable to make deliveries or to accept 
deliveries from a customer of its clearing members* 



EXPLANATION ; 

The amendment to Rule 803 extends the limitation 
of liability of the Exchange to losses resulting from 

the substitution of a Participating Exchange for a 
clearing member. 



TEXT; RULE 870 



870* SCOPE OV CHAPTER. -This chapter governs the rights and 
responsibilities of clearing members participating in 
the Mutual Offset System. The procedures for trading, 
clearing^ etc., including the duties of a clearing 
member to its customer and the rights of such customer 
that are not specifically covered herein shall be 
governed by the rules of the Exchange that are consis- 
tent with this chapter. 



EXPLANATION : 

Chapter 8A has been drafted to provide the member* 
ship with notice of the rules which govern participation 
in the Mutual Offset Systeni^ It does not supplant the 
existing rules of the Exchange which govern trading and 
clearing and a clearing meinber's and its customers* 
rights and responsibilities in regard to any transaction 
intended for Inter*»Exchange Transfer. 

TEXT ; RULE 871 

871 • TRADE ELIGIBILITY* -Only trades in futures contracts 
authorized by the Board of Governors may be executed 
pursuant to the Mutual Offset System. 

EXPLANATION : 

Only certrin futures contracts vill be designated 
for the Mutual Offset System. It is currently contem- 
plated that Gold, Japanese Yen and Eurodollar contracts 
will be eligible. 

TEXT ; RULE S72 



672. DEFINITIONS.. 

A. Mutual Offset System. 

The procedure of substitution between Participating 
Exchanges whereby a trade executed on one exchange 
liquidates or estnblishes a position on another 
such exchange. 



B. Inter-^Exchange Transfer. 

The transfer to one Participating Exchange of a 
position established as a result of a trade on 
another Participating Exchange. 

Participating Exchange* 

An exchange that is a party to the Mutual Offset 

System. 

D. Originating Clearing Member. 

A clearing member of a Participating Exchange that 
initiates an order for execution pursuant to the 
Mutual Offset System. 

E. Executing Clearing Member. 

A clearing member of a Participating Exchange zhat 
accepts and is responsible for executing an order 
received from an Originating Clearing Member 
pursuant to the Mutual Offset System. 

EXPLANATION ; 

Rule 872 is the definitional section of Chapter 8A. 
Paragraphs A through £ introduce the terms vhich, from 
a Rules standpoint, implement the arrangement between 
the CNE and the other Participating Exchanges. As 
indicated above, SIMEX will be the initial Partici- 
pating Exchange. See III of this Submission for a 
general description of the Mutual Offset System and 
Rules 876 and 877 below for further explanation of 
Inter-Exchange Transfer. 



TEXT: RULE 873 



873. CLEARING MEMBER ELIGIBILITY. -A clearing member of the 
Exchange may not participate in the Mutual Offset 
System as an Originating or Executing Clearing Member 
unless it has been approved by the Clearing House 
Committee. The Clearing House Committee shall have the 
sole discretion in determining the qualifications of an 
applicant for participation in the Mutual Offset 
System* If the Clearing House Committee has reason to 
believe that the continued. participation of a clearing 
member in the Mutual Offset System may, or has the. 
potential to, adversely affect the Exchange or the 
Mutual Offset System, the Clearing House Committee may 
summarily revoke the approval. The clearing member 
shall be entitled to a hearing within 10 days of such 
revocation. 

A violation of this Rule may be a major offense. 



EXPLANATION: 

The Clearing House Committee must approve all 
clearing members of the Exchange vho apply to partici- 
pate in the Mutual Offset System as Originating or 
Executing Clearing Members. The Rule provides for 
Clearing House Committee discretion to set the stan* 
dards of review, permits summary revocation by the 
Committee and establishe.s procedural rights for ag- 
grieved clearing members. As with most Committee 
decisions, clearing members would have the right to 
appeal an adverse action of the Clearing House Com- 
mittee to the Board of Governors as provided under Rule 
417. 



TEXT: RULE 874 



874. CUSTOMER AUTHORIZATION* -A clearing member of the 
Exchange ehall not use the Mutual Offset System on 
behalf of its customer unless an authorization executed 
by the customer in a form approved by the Exchange is 
on file with that clearing member* That form must 
include the following legend prominently set forth in 
boldface type or print: 

"IFCMJ may from time to time execute trans- 
actions as customer's agent on a foreign 
futures exchange which participants with the 
Chicago Mercantile Exchange in trading 
identical contracts pursuant to the Mutual 
Offset System. Participation in the Mutual 
Offset System involves the execution and 
clearing of trades on a foreign exchange. 
Neither the Chicago Mercantile Exchange nor 
the Commodity Futures Trading Commission 
regulates activities subject to the rules of 
a foreign exchange, including the execution, • 
delivery and clearing of transactions on such 
exchanges. For this reason customers who 
trade pursuant to the Mutual Offset System 
will not be afforded certain of the pro- 
tective measures provided by the Commodity 
Exchange Act, the- Commission's regulations, 
and the rules of the Chicago Mercantile 
Exchange.** 



A violation of this Rule may be a major offense* 



E XPLANATION ; 

Because the Mutual Offset System may involve the 
execution of an order on another exchange, clearing 
members must secure the permission of their customers 
before utili:iing the System for their benefits (This 
Rule is for the protection of the CME only and is not 
intended to create rights in private parties.) 



TEXT ; RULE B75 



875. INTER- EXCHANGE MEMORANDUM. -All trades originated or 
•executed subject to the Mutua? Offset System shall be 
promptly reported to and on a form of memorandum 
provided by the Clearing House, 



EXPLANATION ; 

Inter-Exchange Memoranda vi 11 include all of the 
information contained on a Trade Confirmation Card plus 
the Originating or Executing Clearing Member of the 
SIMEX involved in the transaction^ 



TEXT: R ULE B76 



6?6. PREREQUISITES FOR I NTER- EXCHANGE TRANSFER. -So long as 
the Mutual Offset System is in effect, a trade will be 
transferred between Participating Exchanges if all of 
the following conditions are satisfied: 

1. The trade has cleared in the ordinary course on 
the Participating Exchange where executed. 

2. An Inter-Exchange Transfer memorandum has been 
duly delivered to the Clearing House. 

3. The Clearing House has received confirmation of 
the Inter-Exchange trade data from the other 
Participating Exchange, 



EXPLANATION : 

This Rule sets forth the conditions which must be 
met before Inter- Exchange Transfer will occur. If the 
conditions set forth in this rule are met. Inter- Exchange 



Transfer will occur^ without the possibility cf the 
exercise of discretion by either clearing house. 



TEXT: RULE 877 



B77. INTER- EXCHANGE TRANSFER. 

Clearing Members. 

The Executing Clearing Member with respect to a 
trade executed on the CME pursuant to the Mutual 
Offset System shall have the same responsibilities 
to the Clearing House for such trade as for any 
other trade made on the CME until the trade is 
transferred, to a Participating Exchange* 

After a trade executed on the CME is transferred 
to another Participating Exchange^ the Executing 
Clearing Member shall have no further responsibil- 
ity to the Clearing House for such trade and shall 
have no further responsibility to or relationship 
with the Originating Clearing Member with respect 
to the position created by such trade. 

After a trade executed on a Participating Exchange, 
other than the CKE^ is transferred to the CME, the 
Originating Clearing Member shall have no further 
responsibility to or relationship with the Execut- 
ing Clearing Member of the other Participating 
Evchange with respect to the position created by 
the trade, and the Originating Clearing Mcnber 
shall have a position on the CME and the same 
responsibilities to the Clearing House for such 
position as it would have had if the trade creat- 
ing the position had been executed on the CME, 

B. Other Participating Exchanges. 

At such time as a trade executed on the CME is 
transferred to another Participating Exchange, the 
other Participating Exchange shall be substituted 
for the Executing Clearing Member with respect to 
the position created by such trade. 



At such time as a trade executed on a Participating 
Exchange, other than the CME, is transferred to 



the CKE, the other Participating Exchange will 
have a position equal and opposite to such position 
subject to the Inter-Exchange Transfer. 



EXPLANATION : 

Rule 877 explains the effect of Inter-Exchange 
Transfer on the rights and responsibilities of clearing 
members and other Participating Exchanges vis-a-vis the 
Clearing House. See the detailed description of the 
Mutual Offset System in Appendix A. 



TEXT ; RULE 876 

878. TRADE NOT TRANSFERRED BETV/EEN PARTICIPATING EXCHANGES.- 
If a trade executed on the CME is not transferred 
between Participating Exchanges prior to the opening of 
trading on the next business ds,y, the Executing Clearing 
Member shall remain responsible to the Clearing House 
to the full extent as with any trade. 



EXPLANAT10l< : 

An Executin9 Clearing Member has the same responsi- 
bility to the Clearing House for a trade that Xb not 
transferred between Participating Exchanges as for a 
trade that does not clear in the ordinary course on the 
CME. 



VII. CONCLUSION 

The CMS respectfully requests that the Commission 
approve, pursuant to Section 5a(12) of the Commodity Exchange 
Act, the proposed amendments to CNE Rules 413, 802A and B, 
and 803, and the new rules contained in Chapter BA as set 

forth in this Submission* 



A £NDIX A 

I NTEK-EXCKANGE TRANSFER 

An example of a Mutual Offset transaction iHus* 
trates..the transfer of positions between the CME and SIMEX 
and the effects on their respective clearing members. The 
example described below is illustrated in the chart on 
page 8. 

Assume a customer of a clearing membeT of the CME 
("CFSl") wishes to buy 10 Gold contracts. He has no exist- 
ing positions in his account. The CME Gold market is 
closed. CF#1 is an Authorized Clearing Member* of the CME 
under the Mutual Offset System and has an "executing broker" 
relationship with an authorized clearing member (*'SF#1") of 
SIMEX* SIMEX* s Cold market is opened for trading. CF»1 
telexes an order to buy 10 June Gold contracts at the market 
to SF«1. SFUl receives the order and transmits the order to 
the SIMEX* s trading floor. It is executed at $450 with 
SF«2. SF#2 is the opposite side (or short side) of the 
transaction • SFSl then confirms the trade to CF#lr and CF#1 
notifies the CME Clearing House on an Inter-Exchange Transfe 
Memorandum** that it has bought 10 Gold contracts at $450 

* See "Access will be Limited to Authorized Clearing- 
Members" in Section III of this Submission. Clearing member 
eligibility for participation in the Mutual Offset System is 
described in Rule 873 • Eligibility of clearing members of 
SIMEX will be determined under the rules of SIMEX. 



** See Rule 875* 



executed on SIMBX by SF#1 pursuant to the Mutual Offset 
System • (At the same time, SF#1 submits an Inter-Exchange 
Transfer Memorandum to the clearing house of SIMEX 
indicating the commodity, originating clearing member, etc. 
This information is used to confirm the trade between the ^ 
Exchanges.) The trade is cleared locally by SIMEX pursuant 
to its local clearing rules and is then submitted for 
confirmation between the CME and SIMEX and subsequent 
Inter-Exchange Transfer* 

Substitutions > If the conditions of Inter-Exchang 
Transfer are satisfied,* the xollowing substitutions will 
occur automatically:** 

1. The position created by the trade is 
removed from the account of SF#1 (the Executing 
Clearing Member) with SIMEX and is transferred to 
the CKE's Mutual Offset Account with SIMEX. 
Thereafter, SF^l has no further obligation to the 
clearing house of SIMEX. The CME has been substi- 
tuted for SF#1 as described in paragraph 3 below. 

See Rule 876. There are three conditions: (i) the- trade 
must clear in the ordinary coursie on SIMEX; (ii) CF#1 must 
deliver its Inter- Exchange Transfer memoranda to the 
Clearing House; and (iii) the CME Clearing House must 
receive confirmation from SIMEX of appropriate trade data. 



** See Rule 877. 



2. The obligations of SF#1 to CF#l with 
respect to the positions are transferred to the 
CME, and thereafter SF»l has no further obliga- ' 
tions to CF«X with respect to the positions.* 

3. As a result of the transfers described in 
paragraphs I and 2 above, the CME is substituted 
for SF#1 vis-a-vis both SIMEX and CF«l. 

i>^,.t4ons Res »ii-in° Frcm Substitution. After 
giving effect to the foregoing transfers and substitutions: 

1. CF#1 is long 10 Cold contracts on the 
books of the CME. CF»1, thus, has a position on 
•the CKE rather than on SIMEX. 

2. The CME is long 10 Gold contracts to 
SIMEX. The GME»s obligation to SIMEX replaces the 
obligation that SF«l originally had to SIMEX. 

3. SIMEX is short 10 Gold contracts to the 
CME, replacing SII4EX's original obligation to .«;F»1 
prior to the Inter-Exchange Transfer. 

♦ If sr;l incurred ».MUty ^g^S^;^,;%;,ru^l!fty'':ould 

manner of executing the traae, nowevet, 

continue. 



4. SF#1 no longer has any position, since 
its obligations to both CF#1 and SI HEX have been 

transferred to and assumed by the CME. 

B ookkeeping Entries . The substitution process can 
also be illustrated by tracking the bookkeeping entries 
resulting from the substitution. After the original trade 
has cleared locally on SIMEX, but prior to the substitution 
process, the books of SIMEX show the following: 

SI hex's Books 

Long Short 
SF#1 10 



SF«2 



]0 



At this point, the CME books indicate no activity in the 
CFttl account: 

CME'S Books 

Long Short 
CFSl — 



The substitution of the CME for SF#1 on the books 
of SIKEX in the course of the Inter-Exchange Transfer 
results in the following: 



SIMEX'g Books 



Short 

10 

The CME has assumed the positions originally carried by SF#1 
and becomes 10 long to the 10 short carried in the account 
of SF{f2 on the books of SIMEX. 

After the substitution, the books of the CME will 
appear as follows: 

CME'S Books 

Long Short 

CFfil . 10 

SIMEX 10 

Since the CME has been substituted for SF#1 (to which CF#1 
had been long prior to the substitution), the long positions 
are now properly reflected in the account of CF»1 at the 
CME. The short position is carried in SIMEX' s Mutual Offset 
Account on the CME books to correspond to the long position 
of CFSl. It is the same position that SF#1 had held vis-a-vis 
the SIMEX prior to its transfer to the CME as a result of 
the substitution process. 



SF1H 
ST#2 
CME 



10 



Liouidatinq Trades 

In the event that CF#1 or its customer determines 
that it desires to liquidate its 10 Cold contracts, it may 
do so in the same manner as was used to open the position. 
Thus, if the CME is not open for trading and SIMEX is open 
for trading, CF«1 will contact SF«1 and instruct SF«1 to 
sell 10 June Cold, SF#1 will fill the order on the floor of 
SIMEX, and all of the steps in the local clearing and 
substitution process described above will take place. As a 
result of the substitution, CF#1 will end up with a short 
position of 10 June Gold contracts. This shoirt position 
will then be offset against the already existing long 
position of IC June Gold contracts created by the first 
trade. 

If the CME is open for trading when CF#l wants to 
liquidate its position, CFSl need only sell 10 June Gold 
contracts on the CME. Since the initial long position was 
transferred to the CME from SIMEX, it is already on the 
books of the CME and available for offset, exactly as if the 
initial trade had been made on the CME. 

Trades Or ig inatefd by Members of SIMEX 



The procedures described above work in reverse in 
the case of trades executed on behalf of clearing members of 



SIMEX. That is, positions created by such trades 'are 
transferred from the CME to SIMEX in the substitution pro- 
cess, and the clearing member of the CME that executed the 
trade is thereafter relieved of responsibility to the CME 
clearing house for the trade. The clearing member of SIMEX 
may then offset such position with a trade on SIMEX or 
through a Mutual Offset trade on the CME. 
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APPENDIX B 



THE CLEARING PROCSSS AND CASH FLOWS 

A trade made pursuant to the Mutual Of f set' System 
will be required to clear at two levels: the local level 
and the inter-Exchange level. Mutual Offset System trades 
executed on the CME will continue to be matched locally 
through the ordinary clearing process that applies to all 
trades made on the CME. 

After local clearing, Mutual Offset System trades 
must also go through a second inter-Exchange trad-i confirma- 
tion which will match the trade data submitted to SIMEX by 
its clearing member with the trade data submitted to the CME 
by its clearing memher. If the data matches and the other 
conditions of Inter-Exchange Transfer have been satisfied,* 
Inter-Exchange Transfer will occur. 

Submission of Trade Data 

Trade input will be submitted on a Trade Confirma- 
tion Card (TCC) by both the Originating Clearing Member and 
the Executing Clearing Member. Eiach clearing member will 
submit the required information to its own Exchange. It is 
this information which will be matched during the inter- 
Exchange trade confirmation. 



* See Rule 876. 



The Trade Confirmation Cards will require the 
following informations 

(i) Indication that the trade is being made 
pursuant to the Mutual. Offset System. 

(ii) Identification of SIMEX. 

(iii) Identification of Originating Clearing 
Member* 

(iv) Identification of Executing Clearing Member. 

(v) Contract Specifications. 

(vi) Number of Contracts. 

(vii) Price. 

The CME and SIMEX will each confirm the infor- 
mation on the Trade Confirmation Cards submitted to it, and 
that it has been submitted by an Authorized Clearing Member, 
and that it covers a contract subject to the Mutual Offset 
System, Subsequently, local clearing and then inter--Ex.change 
confirmation will occur. 



CME Local Clearing 

Inter-Exchange trades executed on the CME vTll be 
cleared locally like any other trade made on the CME. The 
CME Clearing House has two clearing cycles: the first and 
second reconciliations. The first reconciliation^ or match 
cycle, is run at 3: IS p*m, (Chicago time) By 4:30 p.m., a 
report is generated identifying outtrades. At 7:30 p.m., 
all outtrade corrections from the first cycle and any new 
trade information is submitt'ed to the second reconciliation. 
A second outtrade run is available at approximately 11:00 
p.m. However, any outtrades noted are not reconciled until 
the next day's opening. 

Matched trades are accounted and marked to the 
market between 10:30 p.m. and approximately 1:00 a.m» 
(Chicago time) Margin requirements are computed and profit/ 
loss recaps are sent to member firms* banks so that original 
and variation margin are received by 8:00 a.m. (Chicago 
time) on the following day. 

Inter-Exchange Confirmation 

All Mutual Offset System trades will be cleared 
between the Exchanges by the CME through a "mutual offset" 
subsystem of its current clearing system. Inter-Exchange 
clearing will be run in two cycles. The first cycle or 



reconciliation will be finished at 11:00 p.m. (Chicago time) 
following the completion of local clearing. The second 
cycle will be completed by 8:00 a.m, (Chicago time)r^whicb 
will ,<?orre5pond to the end of local clearing in Singapore, 
projected at 8:00 p.m. to 9:00 p.m. (Singapore time). 

Inter-Exchange confirmation will match trade data 
on Mutual Offset System trades submitted by SIMEX and CME 
(obtained from their member firms). If the data matches and 
all other conditions of transfer are satisfied, an Inter- 
Exchange Transfer will occur automatically.* 

Inter-Exchange outtrade notices will be available 
at 11:00 p.m. (Chicago time) and 8:00 a.m. (Chicago time), 
respectively. Outtrades will be cleared on the next Inter- 
Exchange reconciliation, provided the involved clearing 
members submit the appropriate trade detail. Until inter- 
Exchange outtrades are cleared, they will remain local 
trades and the full responsibility of the Executing Clearing 
Member. 

Cash Flows 

Assume that a SIMEX clearing member initiates an 
order to buy 1 December Gold contract at $100 at 10:00 p.m. 

♦ See proposed Rule 876. 



on Monday night. At 10:00 p.m. Monday evening in Singapore 
it is 9;00 a.m. Monday morning in Chicago and the CME Cold 
market is trading. The CME December Cold contract settles 
at $80. at 2:00 p.m. (Chicago time) that afternoon. The 
trade is confirmed between the Exchanges at 11:00 p.m. 
Monday night in Chicago. 

On Tuesday afternoon in Singapore, SIMEX Decentoer 
Cold contract settles at $75, five dollars lower than the 
CME settlement. 

On Tuesday morning at 8:00 a.m. in Chicago the CME 
Clearing House must collect $20 for daily settlament and the 
appropriate initial margin from SIMEX because it is net long 
on the books of the CKE. However, SIMEX Clearing House will 
not collect daily settlement ($100 - $75 = $25) or initial 
margin until Wednesday morning at 8:00 a.m. (Singapore time) 

To cover the 11-hour time gap and the difference 
between daily settlements, each Exchange will establish a 
line of credit with the banks maintaining the Settlement 
Accounts to secure payment to the other Exchange. The CME 
will draw upon the line of credit established on behalf of 
SIMEX to collect $20.00 of variation margin and any initial 
margin from SIMEX. Later, when SIMEX receives payment from 
its clearing member of the required settlement variation and 
margin, the draw under the line will be paid down. 



_ c _ 



Had the market settled $20 higher (rather than $20 
lover) than the trade price, the CME Clearing House would 
have had to make a "pay" to SIHEX. baaed on the net position 
of SIMSX. such "pay»- vill elways be made directly by the 
Exchanges to their respective Settlement Accounts to minimixe 
the credit requirements of each Exchange, 

The transaction described above is graphically 
illustrated on the following page. 
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APPENDIX C 



DELIVERY PROCEDURES 

Delivery procedures under the initial three 
contracts to be traded under the Mutual Offset System will 
be as follows: 

1. Japanese Yen > The Mutual Offset System 
will most likely have no effect on the present 
system used by the CME to deliver on foreign 
currency contracts. U.S. users of the Mutual 
Offset System who trade Japanese Yen on SIMEX will 
have those positions transferred to the CME and 
their delivery obligations will be satisfied 
according to CME rules and delivery procedures.* 



* To summarize that system: Currencies are delivered in 
the country of issuance and that delivery is made on the 
third Wednesday of the contract month. All deliveries are 
effected through a CME account at an agent bank with branch 
offices in both the United States and in the country which 
issues the foreign currency. Longs (buyers) taking delivery 
must deposit U.S. dollars in the CME account in the United 
States to pay for delivery of the foreign currency^ the 
amount of which is determined by the final settlement price 
of the futures contract on the last day of trading. Shorts 
(sellers) making delivery must deposit the contract amount 
of the foreign currency in the CME account in the country 
which issues the foreign currency. On the day of delivery, 
the CME's agent bank releases the foreign currency to the 
bank account of the long (buyer) and releases the U.S. 
dollars to the bank account of the short (seller). The 
payment of U.S. dollars and receipt of foreign currency 
occurs over a three-day period. However, deliveries of 
Japanese Yen under the Mutual Offset System may be shorter 
because of the proximity of Singapore to Japan. 



2. Eurodollars , The three-month Eurodollars 
contract traded under the Mutual Offset System 
will involve cash settlement and will not require 
deliveries* 

3. Gold , The staff 3 of the two Exchanges 
are currently discussing delivery procedures for 
gold contracts traded under the Mutual Offset 
System. The delivery requirewents .for gold 
contracts traded under the System will be embodied 
in the contract between the two Exchanges. The 
CME will inform the Commission of the delivery 
procedures for gold once the contract between the 
exchanges is finalized. 
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AGREEMENT 
FOR THE CREATION 
OF A 

MUTUAL OFFSET SYSTEM 



This Agreement made as of the 28th day of June, 
1984 between the Singapore International Monetary Exchange 
Limited C'SIMEX") and the Chicago Mercantile Exchange (the 
"CME"), SIMEX and the CME being hereinafter referred to, 
individually, as an "Exchange" and, collectively^ as the 
"Exchanges," 

WITNESSETH: * 

WHEREAS, the CME is an international futures 
exchange on which trading in futures and option contracts in 
gold, financial instruments and currencies^ among others, is 
conducted; and 

WHEREAS, SIMEX (formerly known as Gold Exchange of 
Singapore Limited) is an exchange on which trading in 
futures and spot contracts in gold is conducted; and 

WHEREAS, SIMEX proposes to commence trading in 
futures and option contracts in financial instruments and 
currencies as well as in gold and other commodities; and 

WHEREAS, SIMEX has established, or will establish 
prior to commencement of operation of the Mutual Offset 
System^ procedures and guidelines for its operation and 
regulation which are compatible with the procedures and 
guidelines established for the operation and regulation of 
the CME; and 

WHEREAS, the CME and SIMEX wish to establish 
mutually compatible trading arrangements and mechanisms in 
the United States and Singapore for trading in certain 
futures contracts in order to provide more extensive risk 
transfer opportunities for members of the CME and SIMEX and 
users of the futures markets and to facilitate price dis- 
covery for the benefit of persons who rely on intematlon- 
ally disseminated price information; and 

WHEREAS, the establishment of a mutual offset 
system for the trading of futures contracts will be of 
direct benefit to commercial participants in underlying epot 
markets by providing for more effective hedging and by 
reducing the transaction costs associated with hedging; and 



WHEREAS, the Exchanges Intend tp implement euch a 
mutual offset system whereby certain clearing members of 
either Exchange may establish or liquidate positions on one 
Exchange through the execution of trades on the other 

Exchange; and . 

WHEREAS, such system initially will be limited to 
certain designated futures contracts and It is contemplated 
by the Exchanges that the system will include such additional 
futures contracts as may be designated from time to time by 

the Exchanges; and 

WHEREAS, this Agreement has been entered into in a 
spirit of good faith and fairness and the Exchanges intend 
to continue such spirit in connection with the implementation 
of the arrangements contemplated by this Agreement; and 

WHEREAS, the Exchanges contemplate the possibility 
of participation in such a system with the Exchanges by 
other exchanges, boards of trade or contract markets accept- 
able to the Exchanges; and 

WHEREAS, the CME has devoted its efforts and 
expertise to the development of a mutual offset system for 
the uses and purposes hereinafter set forth, and SIMEX and 
the CME have devoted additional efforts and resources and 
are working together toward the further development and 
In^plementation of that system; 

NOW THEREFORE, in consideration of the premises 
and covenants herein contained, and for other good and 
valuable consideration, the parties hereto hereby agree as 

follows: . . 



ARTICLE I 
DEFINITIONS 

As used herein, the following terms shall have the 
respective meanings set forth belov^ unless the context 
otherwise requires. Any conflict between the definitions 
contained in the rules of the Exchanges and the definitions 
contained in this Agreement shall be resolved in favor of 
the definitions contained in this Agreement. 

1 • 1 Authorized Clearing Member . "Authorized 
Clearing Member shall mean a Clearing Member that is 
authorized by an Exchange of which it is a Clearing 'Member 
to enter into trading arrangements pursuant to the Mutual 
Offset System with Authorized Clearing Members of the other 
Exchange. 
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1.2 CFTC/ •'cFTC shall mean the United States 
Commodity Futures Trading Coiwnission or any successor 
thereto which performs a substantially similar function with 
regard to futures markets in the United States. 

1.3 Clearing * "Clearing" shall mean the. process 
administered by the clearing house department of an Exchange 
by Which all trades executed on the floor of such Exchange 
are confirmed, matched and settled daily tintll each Is 
liquidated by offset or until delivery takes place. 

1.4 Clearing Member , ^Clearing Member" shall 
mean a member of an Exchange that is designated by such 
Exchange, pursuant to its rules, as a clearing member. 

1-5 Designated Futures Contract . ''Designated 
Futures Contract" shall mean a futures contract or option 
contract, the terms and conditions of which are identical in 
all respects on both Exchanges, .which Is traded on both 
Exchanges and which has been designated by the Exchanges as 
a futures contract or option contract eligible for trading 
pursuant to the Mutual Offset System* The Designated 
Futures Contracts as of the date hereof are those futures 
contracts described on Schedule A attached hereto. 

1-6 Executing Clearing Member . "Executing 
Clearing Men±>er" shall mean an Authorized Clearing Member 
that accepts and is responsible for executing an order 
received from an Originating Clearing Member pursuant to the 
Mutual Offset System. 

1-7 Execution Exchange , "Execution Exchange 
with respect to a trade executed pursuant to the Mutual 
Offset System shall mean the Exchange on which such trade 
is executed. 

1-8 Holding Account . "Holding Account" of an 
Exchange shall mean the account maintained for the purpose 
of recording the positions of such Exchange on the books of 
the other Exchange resulting from Inter-Exchange Transfer 
pursuant to the Mutual Offset System. 

1 • ^ Inter-Exchange Administrator , •'Inter-Exchange 
Adxi.inistrator'' shall mean the entity that administers 
operation of the inter-Exchange matching process as provided 
in Article VI hereof. 

1*10 Inter-Exchange Memorandum > "Inter-Exchange 
Memorandum'' shall mean the memorandum submitted by each 
Exchange to the Inter^Exchange Administrator as provided In 
Section 5.3 hereof for the purpose of reporting trade data 
related to trades executed pursuant to the Mutual Offset 
System. 
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. „ Inter- Exchange Transfer ♦ "Inter-Exchange 

Transfer shall mean the transfer pursuant to the Mutual 
Offset System to one Exchange of a position established as a 
result of a trade executed on the other Exchange, as more 
particularly described in Article VII hereof. 

112 MAS. •»M\s" shall mean the Monetary Authority 
of Singapore or any successor thereto. 

1-13 Mutual Offset Settlement Account . "Mutual 
Offset Settlement Account" shall mean the account maintained 
by SIMEX with a bank or trust company for the purposes of 
collecting and distributing settlement variation pursuant to 
Article IX of this Agreement.. 

114 Mutual Offset System . "Mutual Offset' 
System" shall mean the system established pursuant to this 
Agreement whereby certain Clearing Members of either Exchange 
may liquidate or establish positions on one Exchange through 
the execution of trades on the other Exchange. 

^ ^ ^15 Net Position. The "Net Position" of an 

Exchange with respect to a particular delivery month for any 
Designated Futures Contract shall be determined by netting 
the long positions in such Designated Futures Contract for 
such delivery month in the Holding Account of such Exchange 
against the short positions in such Designated Futures 
Contract for such delivery month in the Holding Account of 
such Exchange. 

^•^^ Originat ing Clearing Member . "Originating 
Clearing Member" shall mean an Authorized Clearing Member of 
an Exchange which initiates an order for execution by an 
Authorized Clearing Member of the other Exchange on the 
other Exchange pursuant to the Mutual Offset System. 

... ^'^^ Originat ion Exchange . "Origination Exchange" 

with respect to a trade executed pursuant to the Mutual 
Offset System shall mean the Exchange of which the Originating 
Clearing Member is an Authorized Clearing Men±>er and that is 
not the Execution Exchange. 

r ^ ^f? Settlement Price. "Settlement Price" on an 

Exc.>iange shall mean the settlement price determined in 
accordance with the rules of such Exchange. 

«>,»ii K ^^^^ Trading Day. A "Trading Day" of an Exchange 
sha.l be a day upon which such Exchange is open for trading. 
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The Schedules attached hereto are hereby made a 
part hereof and are incorporated herein by this reference 
thereto. 



ARTICLE II 
MUTUAL OFFSET SYSTEM 

2.1 Purpose > The CME and SIMEX desire to imple** 
ment a system of mutual offset that will permit certain 
Clearing Mercvbers of either Exchange to establish or liquidate 
positions on one Exchange through the execution of trades on 

the other Exchange. 

2.2 Transfer of Positions ^ Under the Mutual 
Offset System, a position resulting from a trade executed on 
one Exchange may be transferred to the other Exchange so 
long as the Clearing Member on whose behalf the trade was 
executed is a Clearing Member of the other Exchange. Such 
transfer of positions from one Exchange to the other Exchange 
will be effected through the transfers and substitutions 
described in Article VII hereof, which will occur automati- 
cally when all of the conditions described in Sections 6.4 

or 6.S have been satisfied. 



ARTICLE III 
DESIGNATED FUTURSS CONTRACT S 

3.1 General > Trading pursuant to the Mutual 
Offset System shall be limited to Designated Futures Con- 
tracts. Each of the Exchanges retains the. right in its .sole 
discretion to develop and list for trading contracts in 
financial instruments, currencies and commodities other than 
Designated Futures Contracts. 

3.2 Addition of Designated Futures Contracts > 
Additional futures contracts or option contracts may be 
desi jnated as Designated Futures Contracts by the written 
3gre.:ment of the Exchanges; provided » however > that no 
futures contract or option contract may be designated as a 
Designated Futures Contract unless the terms and conditions 
of such contract, as embodied in the rules of the Exchanges^ 
are in all respects identical on both Exchanges. 

3.3 Delisting Designated Futures Contracts , 
Futures contracts or option contracts that are presently or 
may hereafter be designated as Designated Futures Contracts 
may be delisted from eligibility for trading pursuant to the 
Mutual Offset System by the written agreement of tha Exchanges 
Except as provided below, such delisting shall occur only 
with respect to delivery months in respect of which trading 
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has not yet commenced. In such case« upon the effectiveness 
of such delisting, no further delivery months relating to 
the applicable Dejignated Futures Contract shall be listed 
for trading pursuant to the Mutual Offset System, but exist- 
ing delivery months may continue to be traded until -such 
time as there are no Net Positions in the applicable Desig- 
nated Futures Contract in the Holding Accounts or until the 
expiration of trading in such delivery months. 

Notwithstanding the foregoing^ either Exchange 
may, wz ch the written agreement of the other Exchange, 
delist a Designated Futures Contract with respect to a 
delivery month that is then currently being traded* Upon 
the effectiveness of any such delisting, no further Mutual 
Offset System trading in the applicable Designated Futures 
Contract shall be permitted and each Exchange shall liquidate 
the positions in the applicable Designated Futures Contract 
with respect to such delivery month in the Holding Account 
of the o*her Exchange. Such liquidation shall be made on 
the fiooi of an Exchange or by book entry pursuant to the 
rules of Uie applicable Exchange or by such other methods 
that are permitted by the rules of the applicable Exchange ♦ 
if a liquidation is mado by book entry the liquidation price 
shall be agreed upon by the Exchanges. 



ARTICLE IV 
AUTHORIZED CLEARING MEMBERS 

4-1 Limited Access to the Mutual Offset System . 
Subject to the provisions of Section 6.5, trades pursuant to 
the Mutual Offset System may be executed only by Authorized 
Clearing Members of the Execution Exchange and may be 
originated only by Authorized Clearing Members of the 
Origination Exchange. 

4.2 Selection of Authorized Clearing Members . 
Each Exchange .'hall adopt and maintain rules relating to the 
selection and zemoval of its Authorized Clearing Members and 
shall have the sole discretion in^ and resjponsibility for, 
determining which of its Clearing Menibers shall be Authorized 
Clearing Members and for determining which of its Clearing 
Members shall be removed from such Exchangers register of 
Authorized Clearing Members. 

4.3 Register of Authorized Clearing Members > 
Each Exchange shall establish and at all times maintain a 
register of all :>f ^its Authorized Clearing Members and shall 
provide a copy thereof to the other Exchange: Each Exchange 
shall also maintain a list identifying those Authorized 
Clearing Members of the other Exchange that are parties to 
acrcements with such Authorized Clearing Members as described 
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in Section 4.5. Any Authorized Clearing Member placed on 
Buch register by the Exchange of which it is a Clearing 
Member shall remain an Authorized Clearing Member of such 
Exchange until removed from such register as provided In 
Section 4.4. 

4.4 Removal and Addition of Authorized Clearing 
Members > An Exchange may, upon notice by telex to the other 
Exchange, remove any of its Clearing Members from Its 
register of Authorized Clearing Members or add any of its 
Clearing Members to such register^ provided that no such 
Clearing Members may be added to such register unless such 
Clearing Member is a Clearing Member in good standing of the 
applicaole Exchange and has been designated as an Authorized 
Clearing Member in full compliance with the rules of the 
applicable Exchange. Such notice shall be effective at the 
comn,.incement of trading on the Trading Day next following 
receipt of such notice if received at least two hours prior 
to the closing of trading on a Trading Day of the Exchange 
receiving such notice. Such notice shall be effective at 
the commencement of trading on the Trading Day second 
following receipt of such notice if received less than two 
hours prior to the close of trading on a Trading Day of the 
Exchange receiving such notice or if received on a day other 
than a Trading Day on such Exchange. 

4,5 Agreement Between Executing Clearing Member 
and Ori ginating Clearing Member . Each Exchange shall 
require its Authorized Clearing Members, prior to the execu* 
tion of any trade pursuant to the Mutual Offset System, to 
enter intc a written agreement with any Authorized Clearing 
Member of the other Exchange with which It will participate 
with respect to such trade. Such written. agreement may have 
such terms and conditions as the contracting Clearing • 
Members shall determine, but in any event shall provide. In 
substance^ as follows: 

(a) Until su h time as Inter-Exchange Trans- 
fer occurs with retpect to a trade executed pur- 
suant to the Mutual Offset System, each Clearing 
Member shall remain liable to the other Clearing 
Member with respect to such trade in the same 
manner and to the Srime extent as if the Executing 
Clearing Member had executed such trade for a 
customer outside of the Mutual Offset Systsm; and 

(b) Upon the occurrence of Inter -Exchange 
Transfer with respect to any trade executed pur- 
suant to the Mutual Offset System, each Clearing 
Member shall have no further liability (other than 
with respect to the payment of commissions or fees 
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agreed to by such Clearing Members) to, or rela-* 
tionship with, the other Clearing Member with 
respect to the position created by such trade, and 
thereafter the Originating Clearing Member ahall 
look only to the Origination Exchange with respect 
to the position created by such trade; notwithn 
standing the foregoing, the Executing Clearing 
Member shall continue to be fully liable to the 
Originating Clearing Member with respect to the 
execution of such trade including fraud or the 
breach of any obligation or duty ordinarily borne 
by the party executing a commodity futures contract 
trade on the Exchanges^ and for any unmatched 
trades. 



ARTICLE V 
CLEARING PROCESS 

5.1 General . SIMEX shall establish and maintain 
a clearing system similar to that presently contemplated by 
SIMEX, which clearing system, at a minimum, shall mark to 
the market the prices of Designated Futures Contracts on a 
daily basis, pay settlement variation to, and collect 
settlement variation from, SIMEX Clearing Members on a daily 
basis, verify and post matched trades, hold the margin 
deposits of SIMEX Clearing Members, determine and record 
each SIMEX Clearing Member *s gross open positions, determine 
and record margin requirements, effect deliveries and 
maintain proper records concerning deliveries, determine and 
report daily price fluctuations, total open interest and 
trading volume for each contract traded pujrsuant to the 
Mutual Offset System for each trading session, and ensure 
the timely and orderly flow of funds in settlement of its 
Clearing Members' trading profits and losses. SIMEX shall 
be req\*ired to comply with the provisions of this Section 
5.1 only so long as the CME shall maintain comparable 
minimum standards. 

5.2 Submission of Trads Data by Clearing Members . 
Each Exchange shall cause each of its Authorized Clearing 
Members that is either an Executing Clearing Member or an 
Originating Clearing Member with respect to a trade executed 
pursuant to the Mutual Offset System to submit to such 
Exchange a Trade Confirmation Card with respect to each such 
trade. Each Trade Confirmation Card shall contain such 
information as the Exchange to which it is submitted may 
require, including, at a minimum, the following information; 

(i) an indication that the trade is being 
made pursuant to the Mutual Offset System; 

(ii) identification of the Execution Exchange; 



(iii) identification of the Executing 
Clearing Member; 

(iv) identification of the Origination- 

Exchange; 

(v) identification of the Originating 
Clearing Member; 

(vi) identification of the Designated 
Futures Contract being traded, including the 

delivery month; 

(vii) the number pf contracts traded; 

(viii) the price of the contracts traded; 

<ix) an indication of whether the trade was 
a buy or sell transaction; and 

(x) the date the trade was executed* 

^ ^ S.3 Submission of Trade Data bv Exchanaftg . Each 

Exchange shall submit, with respect to trades made pursuant 
to the Mutual Offset System, an Inter-Exchange Memorandum to 
the Inter-Exchange Administrator promptly following local 
clearing for the purpose of the inter-Exchange matching of 
such trades. Such memorandum shall be in a form mutually 
agreed upon from time to time by the Exchanges and shall 
contain, at a minimum, the following information with 
respect to each trade: 

(i) identification of the Execution 
Exchange; 

(ii) identification of the Executina 
Clearing Member; 

(iii) identification of the Origination 

Exchange ; 

(iv) identification of the Originating 
Clearing Member; 

(v) identification of the applicable 
Designated Futures Contract^ Including the 
delivery month; 

(vi) the number of contracts traded; 

(vii) the price of the contracts traded; 
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(viii) in the case of the Execution Exchange, 
an indication of whether the trade has been 
cleared locally on the Execution Exchange; 

(ix) an indication of whether the trade. was 
a buy or sell transaction; and 

(X) the date the trade was executed. 



ARTICLE VI 
INTER-EXCHANGE MATCHING 

6.1 General > The Inter-Exchange Administrator 
shall compare the information contained in the Inter-Exchange 
Memoranda subniitted by each Exchange to determine, with 
respect to each Mutual Offset System transaction, whether 
the conditions set forth in Section 6-4 hereof have or have 
not been satisfied. The Inter-Exchange Administrator shall 
give prompt notice of such determination to each Exchange in 
such manner as the Exchanges from time to time agree. 

6.2 Inter-Exchange Administrator . The Inter- 
Exchange AdiTiinistrator shall be responsible for the adminis- 
tration of the inter-Exchange matching process* Initially, 
the CME shall serve as the Inter-Exchange Administrator. 

The CME may, upon 90 days' written notice to SIMEX, appoint 
another Inter-Exchange Administrator^ subject to the consent 
of SIMEX, which consent shall not be unreasonably withheld 
by S!MEX. 

The Inter-Exchange Administrator undertakes to 
perform such duties, and only such duties, -as are specif i- . 
cally set forth in this Agreement, and no implied covenants, 
representations, warranties or obligations shall be read 
into this Agreement against the Inter-Exchange Administrator. 
Notwithstanding the foregoing, the Inter-Exchange Administra- 
tor shall not be liable to any Exchange or to any i>erson or 
entity claiming through ari Exchange or otherwise with 
respect to the performance by the Inter-Exchange Administra- 
tor of its duties hereunder or the failure by the Inter- 
Exchange Administrator to perform such duties, including any 
errors in judgment by the Inter-Exchange Administrator or 
any officer, employee or agent of the Inter-Exchange Adminis- 
trator, unless such performance, failure to perform or error 
shall constitute actual fraud or willful misconduct on the 
part of the Inter-Exchange Administrator* 

6.3 Inter-Exchange Matching Process > Inter- 
Exchange Memoranda will be processed at least twice for 
every 24 hour period that both Exchanges are open for 
trading and once for every 24 hour period that only one 
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Exchange is open for trading. Mutual Off set System trans- 
actions that are determined to have satisfied the conditions 
precedent to Inter-Exchange Transfer set forth in Section 
6.4 and Section 6.5 shall be transferred to the Origination 
Exchange promptly after the completion of a matching cycle 
together with information with respect to Mutual Offset 
System transactions that were not matched during a previous 
cycle. Unmatched trades remaining after the completion of a 
cycle mry be matched during a subsequent cycle. 

6.4 Inter-Exchange Transfer Occurs Automatically; 
Conditions of Inter-Exchange Transfer . Whenever all of the 
following conditions have been satisfied with respect to any 
Mutual Offset System trade, Inter-Exchange Transfer shall 
occur with respect to such trade as more fully described in 
Article VII hereof, without further action by any of the 
parties hereto: 

(a) Such trade relates to a Designated 
Futures Contract; 

(b) Such trade has cleared locally on the 
Execution Exchange with respect to such trade; 

(c) The Inter-Exchange Administrator shall 
have determined that the Originating Clearing 
Member with respect to such trade is an Authorized 
Clearing Member of the Origination Exchange and 
that the Executing Clearing Member is an Autho- 
rized Clearing Member of the Execution Exchange; 
and 

(d) The Inter-Exchange Administrator shall 
have determined that all trade data with respect 
to such trade contained in the Inter-Exchange 
Memorandum submitted by one Exchange match the 
trade data with respect to such trade contained in 
the Inter- Exchange Memorandum submitted by the 
other Exchange. 

If the contracts in a particular matching cycle match in all 
respects except quantity, Inter-Exchange Transfer will occur 
with respect to the lesser quantity matched. 

6.5 Discretionary Acceptance of Trades Not> 
Involving Authorized Clearing Members . In the event that 
all of the conditions of Section 6.4 hereof have been 
satisfied with respect to any Mutual Offset System trans^ 
action except that the Clearing Member that originated the 
transaction is not an Authorized Clearing Member of the 
Origination Exchange or the Clearing Member that executed 
the transaction is not an Authorized Clearing Member of the 
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Execution Exchange, or both, then the Inter-Exchange Adminis 
trator shall give prompt notice of such fact to the Origina- 
tion Exchange. The Origination Exchange shall be entitled 
to accept such Mutual Offset System transaction regardless 
of whether such Clearing Members are Authorised Clfearing 
Members. If such acceptance is presented to the Inter- 
Exchange Administrator in writing, or by other means accept- 
able to the Inter-Exchange Administrator, prior to the 
completion of the matching cycle next following such notice 
to the Origination Exchange, and if all other conditions of 
Section 6.4 hereof remain satisfied with respect to the 
applicable Mutual Offset System transaction, Inter-Exchange 
Transfer with respect to sucK transaction shall occur at the 
completion of such inter-Exchange matching cycle. The 
Origination Exchange shall not be bound to accept any such 
transaction; however, any acceptance of such a transaction 
by the Origination Exchange as aforesaid, once made, shall 
be final and conclusive. 

6.6 Mutual Offset System Out-trades . Until 
Inter-Exchange Transfer occurs with respect to a trade, the 
Origination Exchange shall have no liability whatsoever for 
such trade or the position created thereby, and such trade 
shall remain a purely local trade of the Execution Exchange 



. ARTICLE VII 
INTER-EXCHAWCE TRANSFER AND SUBSTITUTION 

7.1 General . Upon the occurrence of Inter- 
Exchange Transfer with respect to any trade, the Execution 
Exchange with respect to such trade shall transfer on its 
books the position created by such trade from the account of 
the Executing Clearing Member to the Holding Account of the 
Origination Exchange, and the Origination Exchange shall be 
substituted for the Executing Clearing Member as obligor to 
th3 Execution Exchange with respect to such position. 
Simultaneously, the Origination Exchange shall enter such 
position on its books in the account of the Originating 
Clearing Member and an opposite position shall be estab- 
lished on the books of the Originarion E^.change in the 
Holding Account of the Execution Exchange. 

. 7-2 Executing Clearing Member Liability . Upon 

the occurrence of Inter-Exchange Transfer with respect to 
any trade, the Executing Clearing Member shall have no 
further liability to the Execution Exchange with respect to 
such trade, and shall have no further liability to, or 
relationship with, the Originating Clearing Member with 
respect to the position created by such trade and the 
Execution Exchange shall have no further liability to the 
Executing Clearing Member with respect to such trade 
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Notwithstanding the foregoing, the Executing Clearing Member 
shall continue to be fully liable to the Originating Clearing 
Member with respect to the execution of such trade^ includ- 
ing fraud or the breach of any obligation or duty ordinarily 
borne by the party executing a commodity futures contract 
trade on the Exchanges, and for any unmatched trade3* 

7.3 Originating Clearing Member Liability > Upon 
the occurrence of Inter-Exchange Transfer with respect to 
any trade, the Originating Clearing Member shall have no 
further liability to (other than with respect to the payment 
of coimnissions or fees agreed to by such Clearing Members) 
or relationship with the Executing Clearing Member with 
respect to the position created by such trade except as 
provided in the last sentence ^f Section 7.2. Simultaneously 
with the occurrence of Inter-Exchange Transfer, the Originate 
ing Clearing Member shall have a position on the books of 
the Origination Exchange equal to the position created by 
such trade and the Originating Clearing Member shall have 

the same liability to the Origination Exchange for such 
position as it would have had if the trade creating the 
position had been executed on the Origination Exchange. 

7.4 Liability Between Exchanges . Upon the 
occurrence of Inter-Exchange Transfer with respect to any 
trade and the substitution of the Origination Exchange for 
the Executing Clearing Member as described in Section 7.1: 

(£•) the Origination Exchange shall have a 
position in its Holding Account on the books of 
the Execution Exchange identical to the position 
of the Originating Clearing Member on the books of 
the Origination Exchange; and . 

(b) the Execution Exchange shall have a 
position in its Holding Account on the books of 
the Origination Exchange equal and opposite to 
the position of the Origination Exchange in its 
Holding Account on the books of the Execution 
Exchange. 

Subject to the provisions of Section 7.5 hereof^ 
each Exchange, with respect to all of the positions as 
described above in its Holding Account on the books of the 
other Exchange, shall be liable to such Other Exchange to the 
full extent of , and in accordance with^ all of the provisions 
of the applicable contract, including the provisions governing 
delivery. The positions in the Holding Accounts of the 
Exchanges shall represent contractual obligations between 
the Exchanges and shall be governed by the terms and condi- 
tions of the applicable contract chapters therefor as 
contained in the rules of the Exchanges (but without regard 
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to any modifications of said terms aiid conditions in response 
to emergency conditions). 

7.5 Oblioati ons of the Exchanges: Limitation of 
Liabality. Notwithstanding the provisions of Section 7.4, 
the obligations of the Exchanges (i) to deposit margin shall 
be subject to the provisions of Article VI21, (ii) to pay 
and collect settlement variation shall be subject to the 
provisions of Article IX, and (iii) to make deliveries shall 
be subject to the provisions of Article X. The obligation 
of each Exchange to maintain margin with the other Exchange, 
to pay settlement variation to the Mutual Offset Settlement 
Account and to make deliveries with respect to positions in 

. Its Holding Account on the bojoks of the other Exchange shall 
be limited to the Net Position of such Exchange in its 
Holding Account on the books of the other Exchange with 
respect to each delivery month in each Designated Futures 
Contract. 

7.6 Enforcement By Exchanges. Each Exchange has 
adopted or will adopt prior to the commencement of operation 
of the Mutual Offset System rules to implement the Mutual 
Offset System including specifically the transfers and 
substitutions described in this Article VI 1. Each Exchange 
snail enforce such rules, and shall take all other appro- 
priate action with respect to its Clearing Members, to 
effect the transfers and substitutions contemplated by this 
Article Vll and to otherwise carry out the intent of this 
Agreement. Each Exchange may establish and maintain limits 
on the number or composition of open positions which may be 
carried by its Clearing Members; provided , however , that the 
imposition or existence of any such limits shall ijot impair 
or affect the obligations of each Exchange under Article VII . 
hereof or otherwise to accept trades executed on behalf of 
Its Authorized Clearing Members pursuant to the Mutual 
Offset System or any other aspect of Inter-Exchange Transfer. 

ARTICLE VIII 
MARGINS 

Margin Accounts. Each Exchange shall deposit 
and maintain margins with the other Exchange in support of 
Net Positions in its Holding Account on the books of the other 
Exchange as hereinafter provided. Each Exchange shall estab- 
lish and cause to be maintained a Margin Account with a bank 
or trust company located within New York that is acceptable 
to the other Exchange. Funds held in such Margin Accounts 
shall not be commingled with other funds of the Exchanges. 

The Margin Account established by the CME is 
hereinafter referred to as the "CME Margin Account" and the 
Margin Account established by SIMEX is hereinafter referred 
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to as the "SIMEX Margin Account The CME Margin Account 
shall be for the purpose of holding margin deposited by 
SIMEX as provided in Section 8.2 and shall bear a designa-* 
tion vhich incorporates the name of the CME. The SIMEX 
Margin Account shall be for the purpose of holding margin 
deposited by the CME as provided in Section 8.2 and shall 
bear a designation vhich incorporates the name of SIMEX« 

8.2 Determination of Margin ^ To support the Net 
Positions in its Holding Account each Exchange shall deposit 
margin payments into the Margin Account established by the 
other Exchange, or, in the case of letters of credit, shall 
deliver a letter of credit in the appropriate amount. to the 
other Exchange, as specified in Schedule B attached hereto • 
Such margins shall be in cash/ or in securities or letters 
of credit acceptable to such other Exchange. Schedule B 
shall be reviewed by the Exchanges six months after the 
commencement of operation of the Mutual Offset System and 
from time to time thereafter and may be modified by the 
written agreement of the Exchanges. 

8.3 Time and Manner of Payment . Each Exchange 
shall make payments of margin into the Margin Account 
established by the other Exchange no later than 8:00 a.m.. 
on the Trading Day of the other Exchange next following the 
time of Inter-Exchange Transfer with respect to the position 
giving rise to the margin obligation. Payments made pursuant 
to this Section 8,3 shall be made in immediately available 
funds or unconditional, irrevocable written obligations of 
the re.'nittlng banks in the case of cash, or in the case of 
securities, the actual delivery of such instriiments directly 
to the bank or trust company maintaining the applicable 
Margin Account. In the event payments pursuant to this 
Section 8.3 are made by letters of credit/a letter of credit 
in the appropriate amount shall be deposited by the Exchange 
making the payment with the other Exchange. 

8-4 Disposition of Margins . The Exchange which 
established a Margin Account shall pay to the depositing 
Exchange any funds from such Margin Account In excess of the 
margin deposits required by Section B.2 no later than 8:00 
a.m. on the Trading Day of the Exchange which established 
such Margin Account next following the time of Inter-Exchange 
Transfer with respect to the positions which gave rise to 
such excess funds.. In the event that the Exchange which 
established such Margin Account fails to pay such excess 
funds to the depositing Exchange within 48 hours of the time 
at which such payment was due, the Exchange failing to so 
pay shall be obligated to pay interest to the depositing 
Exchange at a rate of two and one half percent per annum 
above the rate of interest announced publicly from time to 
time by the First National Bank of Chicago in Chicago as its 
prime rate on such amount until such amount is paid in full. 
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The Exchange which established a Margin Account 
may withdraw funds from such account only upon presentation 
to the bank or trust company maintaining such account of a 
signed statement of such Exchange that the other Exchange is 
in default of its payment obligations under this Agreement 
and such withdrawing Exchange will not be insolvent immedi- 
ately after receipt of such funds^ accompanied by such 
additional documents, if any, as to which^the Exchanges may 
agree. 

8,5 Investment of Margins , Funds on deposit in 
each Margin Account may be invested, at the direction of the 
Exchange depositing such funds, in U.S. government guaranteed 
securities of less than one year's maturity^ direct obliga- 
tions of the United States and any other securities the 
principal and interest of which are supported by the full 
credit of faith and the United States. Interest earned on 
the investment of such margin payments shall accrue and be 
payable to the depositing Exchange. Any losses resulting 
from such investments shall be replenished immediately by 
the depositing Exchange, 

Q.6 Increase in Maintenance Margins ^ In the 
event that the CME shall increase its maintenance margin 
requirements thereby increasing the margin required to be 
deposited by the Exchanges as provided in Schedule B, each 
Exchange shall deposit additional margin, sufficient to 
comply with the increased margin requirements, no later than 
8:00 a.m. on the Trading Day of the other Exchange next 
following the Trading Day on which announcement of such 
increase in maintenance margin is made. 

ARTICLE IX . . 

SETTLEMENT VARIATION AND 
MUTUAL OFFSET SETTLEMENT ACCOUNT 

9-1 Computation of Settlement Variation > The 
positions of the Exchanges in the Holding Accounts shall be 
marked to market daily on each Exchange and settlement 
variation shall be calculated as set forth in the immediately 
following paragraph, based upon the Settlement Prices of the 
Exchange on whose books such positions are carried. 

Settlement variation for the Trading Day on which 
a position is initially placed in the Holding Account of 
either Exchange shall be based upon the difference between 
the price at which the applicable Designated Futures Contract 
was purchased or sold and the Settlement Price for that 
Designated Futures Contract on the applicable Exchange as of 
the end of such Trading Day. Settlement variation for each 
subsequent Trading Day shall be based upon the difference 
between the Settlement Price as of the end of the previous 
Trading Day and the then current Trading Day^s Settlement 
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Price for the applicable Designated Futures Contract on the 
applicable Exchange. Such settlement variation shall be 
limited to the Net Positions of the applicable Exchange in 
its Holding Account on the books of the other Exchange with 
respect to each delivery month in the applicable Designated 
Futures Contract • 

9.2 Mutual Offset Settlement Account , SIMEX 
shall establish and maintain, at a bank or trust company 
acceptable to the CME and located within New York, an 
account for the purpose of receiving and disbursing amounts 
payable by, or to, the Exchanges pursuant to this Article IX 
as settlement variation with respect to positions in the 
Holding Accounts of the Exchanges. The Mutual Offset 
Settlement Account shall have a separate 8ub-»account for the 
purpose of receiving and disbursing amounts payable by, or 
to, the Exchanges pursuant to this Article IX as settlement 
variation with respect to each delivery month for each 
Designated Futures Contract. 

SIMEX shall maintain the Mutual Offset Settlement 
Account as a separate account and shall not commingle any 
other SIMEX funds with funds in the Mutual Offset Settlement 
Account, except as hereinafter provided. Any funds in the 
Mutual Offset Settlement Account shall be applied only as 
provided herein. 

SIMEX shall make all necessary arrangements with 
the bank or trust company at which the Mutual Offset Settle- 
ment Account is established so that both Exchanges shall be 
authorized to deposit settlement variation directly into, 
and that SIMEX shall/ subject to the last paragraph of 
Section 9.5 and Section 9.7, pay from the -Mutual -Of f set 
Settlement Account to the applicable Exchange the settlement 
variation in the requisite sum. 

9.3 PayTTient and Receipt of Settlement Variation . 
Each Ex-hange shall pay to the Mutual Offset Settlement 
Account any settlement variation calculated pursuant to Sec- 
tion 9.1 due from such Exchange witli respect to the posi- 
tions in the Holding Account of the other Exchange on its 
books and SIMEX will pay to each Exchange from the Mutual 
Offset Settlement Account any settlement variation calcu- 
lated pursuant to Section 9.1 due to such Exchange with 
respect to the positions in such Holding Account. All 
payments of settlement variation by the Exchanges shall be 
made directly into the Mutual Offset Settlement Account. An 
Exchange shall have no obligation to pay, or right to 
receive, settlement. variation with respect to its Holding 
Account on the books of the other Exchange. Sxibject to the 
last paragraph of Section 9.5 ; nd Section 9.7, the obliga- 
tion of the Mutual Offset Settle.-ient Account to make pay- 
ments of settlement variation shall be absolute. 



9.4 Time and Wanner of Payment . Payroenta of 
frettlement variation pursuant to Section 9*3 by SIMEX to the 
ritual Offset Settlement Account shall be made no later than 
8 00 a.m* (Singapore time) and payments from the Mutual 
oifset Settlement Account to SIMEX shall be available to 
Sl.^.tx at and aftsr B:00 a.m* (Singapore time)^ in each case 
on the Trading Day of SIMEX next following the time of 
Intcr-Exchange Tr;»n8fer with respect to the positions giving 
rise \o the payment obligation of SIMEX or the Mutual Offset 
Settle -nent Account. Payments of settlement variation 
pursuant to Section 9.3 by the CME to the Mutual Offset 
Settlement Account shall be made no later than 8:00 a.m. 
(Chicago ^.ime) and payments from the Mutual Offset Settle* 
ment Account to the CME shall be available to the CME at and 

-after 8:00 -^.m. (Chicago time)' in each case on the Trading 
Day of the CME next following the time of Inter-Exchange 
Transfer wirh respect to positions giving rise to the 
payment oblig&ticn of th^^ CME or the Mutual Offset Settle- 
ment Account. Such payments shall take the form of an 
unconditional, irrevocable written obligation of the remitting 
bank. . 

t' 

9 . 5 Collaneralization o f Mutual Offset Settlement 
Account > The CKE shall issue and maintain a letter of 
credit naming the SIMEX as beneficiary in an amount equal to 
the negative balance, if any, that shall exist from time to 
time in the Mutual Offset Settlement Account. 5ZMEX shall 
issue and maintain a" letter of credit naming the CME as 
beneficiary in an amount equal to the positive balance, if 
any, that shall exist from time to time in the Mutual Offset 
Settlement Account. For the purpose of this Section 9.5, 
the balance in the Mutual Offset Settlement Account shall be 
deemed co equal the amount of all deposits' into the Mutual 
Offset Settlement Account arising from payments by the 
Exchanges of settlement variation pursuant to Section 9.3 
minus tjie amount of all withdrawals from the Mutual Offset 
Settlement Account for the payment of settlement variation 
to t':e Exchanges pursuant to Section 9.3. Letters of credit 
issjed pursuant t.> this Section 9.5 shall be made payable in 
U.S. currency in i form and from a bank located in the 
United States of .^erica that is acceptable to the benefi- 
ciary. 

Notwithstanding the provisions of Section 9.3, no 
payment of settlement variation shall be made to an Exchange 
at any time if such Exchange is in default of its obligation 
to provide the other Exchange with a letter of credit 

pursuant to this Section 9.5. 
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9.6 Disposition Collaterals If * Default of 
the nature described in Fection 17.1 (a) or Section 17.3 (a; 
shall occur, then the ncndefaulting Exchange, In addition to 
all other rights and remedies contained in this Agreement or 
otherwise permitted by applicable law, may draw on the 
letter of credit which th.s non-defaulting Exchange l»olds 
pursuant to Section 9.5 to the extent necessary to satisfy 
any o£ the obligations of the defaulting Exchange to make 
payments hereunder, including any obligation of the default- 
ing Exchange to make payments to the non-defaulting Exchange. 

9 7 Payment Obi i oat ion Absolute . The Inter- 
Exchange Administrator shall notify each Exchange of the 
amount of settlement variation to be paid by either Exchange 
to the Mutual Offset Settlement Account or to bo received by 
either Exchange from the Mutual Offset Settlement Account 
one hour prior to the time such settlement variation is 
actually paid or received and either Exchange may request 
tha- the Inter-Exchange Administrator recompute the amount 
of settlement variation to be paid cr received by an Exchange 
during such one hour period; however, the obligation of each 
Exchange to make payments of settlement variation pursuant 
to this Article IX shall, subject to the last paragraph of 
Section 9.5, be absolute based upon the settlement variation 
calculations or recomputation. if any, made by the Inter- 
Exchange Administrator and shall be paid regardless of. and 
shall not be subject to. any claim of offset or counterclaim 
Hy ary party hereto. Notwithstanding the foregoing, nothing 
contained in this Section 9.7 shall be deemed to eliminate 
or diminish any claims or defenses of either of the Exchanges, 
and either Exchange shall be entitled to contest any payment 
made pursuant to this Article IX and, after any such payment 
is made, to assert any counterclaim or defense. that such 
Exchange may have against the other Exchange. 

9.8 Mutual Offset Settlement A ccount Line of 
C-ed<t. SIMEX shall establish and maintain a line of credit 
or other funding arrangeir. nt (the "Line of Credit") in such 
amount or amounts as may be necessary from time to time to 
provide the funds requirec. to make payments of settlement 
va-iation to the Exchanges as contemplated by Section 9.3 to 
the extent funds are not available therefor in the Mutual 
Offset Settlement Account. The Line of Credit shall be 
based solely upon the credit, and shall be the exclusive 
obligation, of SIMEX. Any funds obtained by SIMEX under the 
Line of Credit shall be deposited diractly in the Mutual 
Offset Settlement Account and applied as permitted by the 
terms of this Agreement. 

9.9 Books and Records . SIMEX shall maintain 
proper books and records for the Mutual Offset Settlement 
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Account which shall correctly reflect all of the transac- 
tions affecting the Mutual Offset Settlement Account and the 
balance in the Mutual Offset Settlement Account from time to 
time. E^ch Exchange shall be entitled to inspect the books 
and records relating to the Mutual Offset Settlement Account, 
including the books and records maintained by the bank or 
trust company maintaining the Mutui»l Offset Settlement 
Account, in each case upon reasonable request during normal 
business hours. 

9.10 Income and Expenses ♦ All interest Income 
earned on funds held by SIMEX in the Mutual Offset Settle- 
ment Account and all expenses^ incurred by SIHEX In con- 
nection with maintaining the Mutual Offset Settlement 
Account, including all interest charges and other expenses 
incurred in connection with the 'Line of Credit (but not 
including any liability for the repayment of principal under 
the Line of Credit) shall be shared by the Exchanges on an 
equal basis. 

ARTICLE X 
DELIVERIES 

10.1 General , Delivery procedures for Designated 
Futures Contracts shall be as specified in the contract 
chapters of the CME rules as in effect from time to time. 
The obligation to make deliveries pursuant to Designated 
Futures Contracts as aforesaid shall be absolute and uncon- 
ditional and shall not be subject to the defense of force 
majeure, impossibility, commercial impracticability or other 
similar defenses. This Article X contains a general descrip- 
tion of delivery provisions that may be supplemented in the , 
case of specific Designated Futures Contracts by the written 
agreement of the Exchanges. 

10.2 Delivery Accounts . Each Exchange shall 
maintain an account at a bank or trust company for each 
Designated Futures Contract, except for the three-month 
Eurodollar contract, for the purpos*^ of receiving U.S. 
dollars from Clearing Members of that Exchange holding long 
positions in a Designated Futures Contract at the time of 
delivery and disbursing physical commodities to such Clear- 
ing Members, and for receiving physical commodities from 
Clearing Members of that Exchange holding short positions in 
a Designated Futures Contract at the time of delivery and 
disbursing U.S. dollars to such Clearing Members. 

Except as otherwise provided by written agreement 
of the Exchanges, at the time for delivery under a Designated 
Futures Contract, an Exchange with a net short position in 
its Holding Account on the books of the other Exchange shall 
deliver the applicable physical commodity in an amount 
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required by the applicable Designated Futures Contract to 
the delivery account of, or otherwise as instructed by, the 
other Exchange, After which, the Exchange with such net 
short position will receive U.S. Dollars from the Delivery 
Account of the other Exchange in accordance with the terms 
of the applicable Designated Futures Contract based upon the 
settlement prices established on its Exchange. An Exchange 
with a net long position in its Holding Account on the books 
of the other Exchange shall pay U.S. Dollars into the 
Delivery Account of the other Exchange in accordance with 
the terms of the Designated Futures Contract and based upon 
the settlenent prices established on its Exchange. After 
which ^ the Exchange with such net long p>6sition will receive 
the applicable physical commodity in an amount required by 
the applicable Designated Futures Contract from the Delivery 
Account of the other Exchange. The excess, if any, of the 
U.S« dollars paid or payable into a Delivery Account over 
the amount of U.S. dollars paid or payable from that Delivery 
Account, as provided above, shall be promptly paid into the 
Mutual Offset Settlement Account. In the event that the 
amount of U.S. dollars paid or payable from a Delivery 
Account as provided above shall be less* than the amount of 
U.S. dollars paid or payable into that Delivery Account^ an 
aniount equal to such deficit shall be immediately paid from 
the Mutual Offset Settlement Account to that Delivery 
Account. 

ARTICLE XI 
S IMEX LETTER OF CREDIT 

SIMEX shall, at all times after a date at least 
ten days prior to the commencement of trading pursuant to 
the Mutual Offset System, cause to be maintained by such 
financial institution located in the United States as may be 
acceptable to both Exchanges, an irrevocable standby letter 
of crridit (the "SIMEX Letter of Credit**) in a form acceptable 
to the CME, in the face amount of U.S. $5,000 000, naming 
the CME as beneficiary, to secure the payment obligations of 
SIMEX to the CME for margins and settlement variation and 
all other obligations of SIMEX to the CME with respect to 
positions of SIMEX in the Holding Account. 



ARTICLE XII 
MARKET SURVEILLANCE 

12.1 General . In order to ensure the integrity 
of the markets on both Exchanges, each Exchange agree.s to 
make available to the other Exchange all information relating 



21 



to the markets in Designated Futures Contracts which may be 
reasonably requested by such other Exchange for the purpose 
of monitorin? and maintaining the integrity of the merketplace. 

12.2 Reports of Large Positions ^ Each Exc&ange 
shall provide to the other Exchange^ from time to time upon 
the request of such other Exchange^ a report 'isting all 
large positions (equal to or exceeding the threshold levels 
described below) in any Designated Futures Contract on the 
books of any of its Clearing Members. The Exchanges shall 
determine from time to time in writing the threshold report- 
ing levels^ for the purposes of this Section 12*2, for large 
positions in each Designated Futures Contract. As of the 
date hereof, the threshold reporting level for large positions 
in Gold shall be IOC contracts, ^nd the threshold reporting 
level for all other positions in Designated Futures Contracts 
shall be 200 contracts » 

12.3 Special Call . Either Exchange may make a 
special call on the other Exchange for information regarding 
positions in any Designated Futures Contract on the books of 
a Clearing Member of the other Exchange for the purposes set 
forth in Section 12 •! hereof. The Exchange upon which any 
such special call is made shall submit^ within 24 hours of 
such special call^ a report, which shall contain at a 
minimum, the information required to be included in large 
trader reports and account identification forms employed by 
the Cr^E from time to time, with regard to any of its Clearing 
Me.Tibers holding 100 or more contracts, or such lesser amount 
as the Exchanges shall agree, in any Designated Futures 
Contract for any contract month. 

12.4 Other Emergency Action . The Exchanges 
recognize that it will be in the best interests of the 
Exch£nges and the Mutual Offset System to monitor the 
markets affected thereby and to coordinate any emergency 
action taken by either of the Exchanges with respect tc^ any 
Designated Futures Contract. To that end, each Exchang* 
agrees that either Exchange shall be entitled to declare 
that an emergency condition exists with respect to any 
Designated Futures Contract- Such declaration shall be made 
in accordance with the rules of the applicable Exchange. In 
the event that either Exchange shall declare an emergency 
condition to exist as aforesaid, such Exchange shall immedi- 
ately give notice to the other Exchange of such declaration, 
which notice shall be given by telephone, telex or other 
means of electronic communication to the individual desig-^ 
nated by the applicable Exchange to receive such notice as 
provided bellow . 

Upon any such declaration of an emergency condi- 
tion by an Exchange, that Exchange shall be entitled to take 
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appropriate action, to the extent permitted by Its rules 
including (subject to tbe immediately following paragraph) 
action which may have the effect of modifying the contract 
specifications or of altering the final delivery date of any 
Designated Futures Contract, to deal with such emergency 
condition. Prior to taking any such action in response to 
an emergency condition, such Exchange or its duly authoriied 
representative shall use its best efforts to consult WiS 
the committee, division or other instrumentality of the 
other Exchange that is authorized to determine Emergency 
actions; provided however, that if the authorized commit- 
tee, division or instrumentality of the Exchange with the 
emergency condition determines, by unanimous action, that 
the circumstances of the emergency require the taking. of 
immediate action, the obligation of the Exchange to lonsult 
with the other Exchange prior to taking action in response 
tc the emergency condition shall be suspended, but the 
Exchange taking emergency action shall notify the other 
Exchange of the action taken as soon as possible. Notwith- 
standing the foregoing, each Exchange shi^ll be entitled to 
take such action only with respect to its own Clearing 
Memoers and shall not be entitled to take any such ac?ion 
v/ith respect to the other Exchange except as provided below. 

No action taken by either Exchange in response to 
any eraergency condition to modify the contract specifications 
or tc alter the final delivery date of any Designated 
Futures Contract shall have the effect of modifying or 
d-n-.inishing in any respect the obligations of the Exchanges 

sL^^on^v^i^^"" P"""^"^ Agreement, and In particuHr, 

Section 7.4, except as otherwise provided below. In other 
words any such emergency action taken by ,in Exchange Sail 
be at the peril of such Exchange. SMii 

...t, ^^f agree to take efforts to coordinate 

S m.n^i??.'*^^'''^ emergency action by either Exchange sS as 

llkT'^ LTlVilr-^''^^^^it'^^ °^ emergency action being 
taken by one Exchange that woul<i be detrimental to the 

ihat^'end^ llr-Vl "'V'^'' E'^change or its Clearing Members. To 
that end, each Exchange agrees to give due consideration to 
the recommendations of the other Exchange during the existence 
a^t?on*";jrjJA "^'^^i^^"- " one Exchange takis eSe^Jenc? 
?c"Jr3;nce\?j£%%?JiSr ^^^^^^^^^ 

Each Exchange will designate an individual, and an 
di^?r^!^^ to receive notice at any hour of the day. ^f She 
declaration of an emergency condition and will notify the 
other Exchange of the name of such Individual and thJ manner 
m which such individual may be contacted at all times All 
notices pursuant to this Section 12.4 shall be sent ?o the 
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designated individual at the applicable address^ except 

n«Jt??.?'^r ^^v^?'*! Exchange shall have been 

notified of .such individual's unavailability for notice 

nated alternate. Until further notice, for purposes of this 
Itl r^r II U i^V«»i9nated individual and SltirniJe for 
S^? f J ^^^'^^^ ^- ^-y'*^' Vice President 

V?le PrefiS!^ '"''^^ Affairs, and Anthony C. Ward, Senior 
vace Presadent Operations, respectively, and the desia- 
nated individual and alternate for SIMEX ihall b^Jng IwH 
Tian and Yeong Wai Cheong, respectively. In addition telex 

Section 12.4 in the event the committee, division or other 
LinVZ^''''^^'^^ Exchange that is authorl^JS to djSr? 

rl^t f-^ergency actions shall determine, by unanimous i?tiL 
litn *r'"9ency condition exists that requires the iJoulS;. 
tion of the positions in the Holding Account of the otw 
Exchange, the Exchange with the emergency condltioS lhall b« 

'r^"i^''* the positions In t?e HolSinrAccSiit 
o. the other Exchange. The Exchange with the emeroencv 

trfir:?^'''"^' ^"'"P^ notlce^f any sSch Tl^iSa^ion 

^'^J" Exchange, and the other Exchange, at tiie firJt 
^?•«n^•"'^^ «^fi^ liquidate a correspondini Aumberof posi- 
tions m the Holding Account of the Exchange with the emeJ- 
e'?o?/?o''i'''*" '"'=^ the other Exchange shall maiS2 eScrJ 
llitlL l maximize the amount of settlement variation 
payable to, or to minimize the amount of settlement variation 

^esult'of'sLTi '^^""^""^ settlement Ac^SinrC 

Itit I ? liquidation. Any liquidation pursuant to • 

E^chang"^"'''' ""^^ PursuaS to the ?ules Sf JSch 

In the event of any such liquidation in resoect i-^ 

variatiorXf?"^''^'^? ^^^^^'^^^ «^ve, se^tlemfS?'^^'^^ 
variation shall be calculated for each position liouidatad 
in accordance with the terms and conditions of ArtiSiSJj ' 
based upon the difference between the Settlement p"ce on 
the jxchange on whose books such position was carrfeS as of 
Irt.l r previous Trading Day and the liquidation 

^Icui^Jn'" ''^'' positions settlement variation shall bJ 
JrMcff ?J k" ^ith the terms and conditions of 

J^ii!^ • '^f?*'* "P**" difference between the 

ply to"" jrbrfn??:iij^"*"^7 J^^^^''- ^''^^ Exchange shall 
?f)^«.f ' » entitled to receive from, the Mutual Offset 
Settlement Account settlement variation with respect to 
positions on its books that have been liquidated 
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If all the positions in the Holding Accounts with 
respect to a particular delivery month in « particular 
Designated Futures Contract are liquidated, the Exchange 
with the emergency condition shall pay to the Mutual Offset 
Settlement Account the amount of the deficit, if any, that 
exists in the sub-account of the Mutual Offset Settlement 
Account applicable to such delivery month In such Designated 
Futures Contract immediately following such liquidations on 
borh Exchanges. The Exchange that did not initiate the 
liquidations in response to an emergency condition shall be 
entitled to receive the positive balance, if any, that 
exists in such sub-account immediately following such 
liquidations less the amount of settlement variation, if 
any, paid to the Mutual Offset Settlement Account by' the 
Exchange with the emergency condition as a result of Such 
liquidations to the extent that a positive balance resulted 
from a payment of settlement variation by the Exchange with 
the emergency condition which amount shall be paid to the 
Exchange with the emergency condition. 

If less than all of the positions in the Holding 
Accounts with resoect to a particular delivery month in a 
particular Designated Futures Contract are liquidated in - 
response to an emergency condition as described above a 
separate sub-account of the Mutual Offset Settlement Account 
shall be created prior to such liquidation for the positions 
to be liquidated. Immediately prior to such liquidations, a 
portion of the positive balance or deficit existing in the 
initial sub-account of the Mutual Offset Settlement Account 
applicable to such delivery month in such Designated Futures 
Contract shall be transferred to the separate sub-account in' 
an amount equal to the amount of the positive balance or 
deficit in the initial sub-account multiplied by a fraction 
which represents the ratio of the number of positions to be 
liquidated to the total number of positions in the Holding 
Accounts with respect to such delivery month in such Desig- 
nated Futures Contract. Immediately following such liquida- 
tions the Exchanges shall pay to, and be entitled to receive 
from, the Mutual Offset Settlement Account amounts with 
respect to the deficit or positive balance that exists in 
the separate sub-account in the same manner as provided in 
the immediately proceeding paragraph of this Section. 

^ ^ i2.6 Position Limits. Bach Exchange shall 

establish and maintain speculative position limits. The 
speculative position limits established by SIMEX with 
respect to Designated Futures Contracts shall be identical 
to or lower than the position limits established by. the CME. 
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ARTICLE XZXI 
REPRESENTATIONS AND WARRANTIES OF SIMEX 



The SIMEX represents and warrants that: - 

(a) SIMEX is a duly organized limited ' 
liability company, organized and existing under 
the laws of the Republic of Singapore, and has all 
requisite power and authority to conduct its busi- 
ness, rwn its property and execute, deliver and 
perform all of its obligations under this Agree- 
ment; 

{b) the execution^ delivery and performance 
by SIMEX of this Agreement have been duly author- 
ized and will not, by the lapse of time, the 
giving of notice or otherwise, constitute a 
violation of any applicable law, rule or regula- 
tion, or a breach of any provision contained in 
SIMEX* s Memorandum of Association or Articles of 
Association or contained in any agreement, instru- 
ment or document to which SIMEX is now a party or 
by which SIMEX is bound; , 

(c) this Agreement constitutes the legal, 
valid and binding obligation of SIMEX enforceable 
in accordance with its terms; 

(d) SIMEX is not in violation of any appli- 
cable statute, rule or regulation of the Republic 
of Singapore or, to the best of its knowledge, any 
governmental entity or agency thereof, in any 
respect materially and adversely affecting SIMEX's 
business, property, assets, operations or condi- 
tion, financial or otherwise, or SIMEX's ability 
to perform its obligations under this Agreement; 

(e) the CME has received a true and accurate 
copy of all of SIMEX' s rules. Memorandum and 
Articles of Association, all of which are presently 
in full force and effect; 

(f) SIMEX has adopted rules identified in 
Schedule C hereto and such rules are presently in 
full force and effect and are sufficient for the 
implementation of the Mutual Offset System; 

(g) SIMEX has obtained all necessary share- 
holder approvals or other action which is required 
for the due execution, delivery and performance by 

SIMEX of this Agreement; 
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shall 



(h) SIMEX has obtained, or will obtain prior 
to the commencement of operation of the Mutual 
Offset System, all necessary approvals or other 
action by, and has nade all required filings with, 
ail governmental authorities or regulatory bodies, 
including, without limitation, the MAS, which are 
required for the due execution, delivery end 
performance by SIMEX of this Agreement} and 

(1) SIMEX has delivered to the CME a true 
and accurate copy of SIMEX' s audited annual 
financial statement dated December 31. 1983. which 
financial statement is complete and correct In all 
material respects and fairly anc accurately 
presents the SIMEX' s assets, liabilities and 
financial condition as of the date thereof. 

ARTICLE XIV 
COVENANTS OF SIMEX 

So long as this Agreement is In effect. SIMEX 



(a) maintain for all Designated Futures 
Contracts some form of the open outcry system 
utilized in the United States, altbbujh iot 
necessarily "pit" trading; 

(b) adopt, maintain and enforce rules 
preventing its Clearing Members from enteT-ing Into 
or executing contracts for the purchase or sale of 
commodities for future delivery except on the 
floor of SIMEX or on some other recognised board 
Of trade, exchange or contract market; 

(c) remain open for trading on all days 
other than Saturdays, Sundays and local public 
holidays, during daytime business hours in 

Singapore; 

• ^J^^ limit trading to daytime business hours 
in Singapore until such time as the CME shall 
expand its trading beyond daytime business hours 
in Chicago; 

(e) maintain record keeping and market 
purveillance systems substantially Identical to 
those maintained by the CME to the maximum extent 
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tJiJ;'**** applicable law In effect fron time to 

Membeif^^.n*'!^^**'^ Margins from its Clearing - 
piemoers on a gross basis; 

- ^^1. '"^^'^tain requirements relatino to t>»» 

Itzlr ii^^iM'^^r- P^"^ «ubordlnated debi a^ • 
after-capital charges, as such tenss rf-rT,^-. 
in CME Rule 985) e|uai to J? leasrS I sgSS^SoS 
or its equivalent in Singapore dollars *or?o 

tit ^' * ^ace amount of U.S. $250 ooo 

fuch cre?rfSrL°J "^"""^ obligation; of°°°' 

&ucn uiearing Member to SIMEX; 

(j) maintain a coinmon bond f^l^j^y^^^ 
pursuant to which each tmpv^i system 

d«e hereof except that such li.blUw^Iv S. 

e^-wect on the date hereof; 
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ARTICLE XV 
REPRESENTATIONS AND WARRANTIES OF CME 



The CME represents and warrants that: 

(a) the CME is a duly organized not-for-profit 
corporation organized and existing under the laws 

of the State of Illinois, and has all requisite 
power and authority to conduct its business^ own 
its property and execute, deliver and perform all 
of its obligations under this Agreement; 

(b) the execution, -.delivery and performance 
by the CME of this Agreement have been duly 
authorized and will not, by the lapse of time, the 
giving of notice or otherwise, constitute a 
violation of any applicable law, rule or regula- 
tion, or a breach of any provision contained in 
the CME's Articles of Incorporation or By-laws or 
contained in any agreement, instrument or document 
to which the CME is now a party or by which the 
CME is bound; 

(c) this Agreement constitutes the legal, 
valid and binding obligation of the CME enforce- 
able in accordance with its terms; 

(d) the CME is not in violation of any 
applicable statute, rule or regulation of the 
United States of America or to the best of its 
knowledge, any United States government entity or 
any agency thereof, in any respect materially and 
adversely affecting the CME's business, property, 
assets, operations or condition, financial or 
otherwise, or the CME's ability to perform its 
obligations under this Agreement; 

(e) the CME has adopted rules sufficient for 
the implementation of the Mutual Offset System, 
which rules are presently in full force and 

effect; 

(f) SIMEX has received a true and accurate 
copy of all of the CME's rules. Articles of 
Incorporiation and By-Laws, all of which are 
presently in full force and effect; 

(g) the CKE has obtained, or will obtain 
prior to the commencement of the operation of the 
Mutual Offset System, all necessary approvals or 
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other action by, and has made all required filings 
vith, all U.S^ cjovernmental authorities or regula- 
tory bodies, including without limitation^ the 

CFTC; 

(h) the C^E has obtained all necessary 
shareholder approvals or other action which is 
required for th*^ due execution^ delivery and 
performance by the CME of this Agreement; and 

(i) the CME has delivered to SIMEX a true 
and accurate copy of the CME*s audited annual 
financial statement dated December 31, 1983, which 
financial statement is complete and correct in all 
material respects and fairly and accurately 
presents the CME's assets, liabilities and finan- 
cial condition as of the date thereof* 



ARTICLE XVI 
COVENANTS OF CME 

So long as this Agreement is In effect, the CME 



(a) continue to maintain fair and ethical 
standards of trading; 

(b) use its best efforts to maintain its 
status as a major international futures exchange; 

(c) maintain and enforce rules ne^ressary for 
the operation ox the Mutual Offset System described 

in this Agreement; 

(d) maintain its designation by the CFTC as 
a contract market with respect to each Designated 
Futures Contrac ; and 

(e) provic.e prompt notice to SIMEX of any 
amendnent, modiiication or rescission of any of 
the CME Rules. 



ARTICLE XVII 
DEFAULT^ RIGHTS AND REMEDIES 

, ^''•1 SIMEX Default. A SIMEX Default (a "S-IMEX 

It ) shall occur if: 
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(a) SIMEX shall fail to discharge any of its 
payment obligations to the CME under this Agreement, 
including, without limitation, any of its payment 
obligations under Article VIII or Article IX 

hereof; or 

(b) If any order for relief under any bank- 
ruptcy or insolvency law shall be entered with 
respect to SIMEX, or if any property of SIMEX Is 
sequestered by court order and such order remains 
in effect for more than 30 days^ or if# within 30 
days after the commencement of an action against 
SIKEX seeking any reorganization, arrangement, 
composition, liquidation, -dissolution or similar 
relief under any present or future statute, law or 
regulation, such action shall not have been 
dismissed, or if, within 30 days after the appoint- 
ment (whether or not contested by any person) of 
any trustee, receiver, conservator or liquidator 

of SIMEX or of all or any part of the properties 
of SIMEX, such appointment shall not have been 
vacated; or 

(c) If SIMEX shall make an assignment for 
the benefit of creditors, or shall admit in 
vriring its inability to pay its debts as they 
become due, or shall file a petition in voluntary 
bar.kruptcy, or shall file any petition or answer 
seeking for itself any reorganization, arrange- 
ment, composition, liquidation, dissolution or 
similar relief under any present or future statute 
or regulation, or shall file any answer admitting 
or not contesting the material allegations of a 
petition filed against SIMEX in any such proceeding, 
or shall ^seek or consent to or acquiesce in the 
appointr..ent of any trustee, receiver, conservator 
or liquidator of SIMEX or of all or any part of 

the properties of SIMEX, or if SIMEX or its Board 
of Directors shall take any action looking to the 
dissolution or liquidation of SIMEX; or 

(d) SIMEX shall fail to make or take delivery 
on, or otherwise fail to comply with the con- 
tractual provisions applicable to, any of the 
positions in the Holding Accounts; or 

(e) SIMEX, in the reasonable judgment of the 
CME, shall be in imminent danger of being unable 
to meet its financial or contractual obligations 
or of becoming insolvent; or 
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(f) SIMEX shall fail to maintain the SIMEX 
Letter .of Credit; or 

(g) SIMEX shall fail to provide the CME with 
any of the information required .^y Section 1212 
and Section 12^3; or 

(h) SIMEX shall fail to issue or maintain 
the letter of credit referred to in Section 9.5. 

17.2 Rights and Renvedles of CME . In the event a 
IMEX Default shall exist or occur^ the CME may, in addition 
o all other rights and remedies contained in this Agreement 
r the Letter of Credit, or otherwise permitted by applicable 



(a) apply margin deposit*, to the obligations 
of SIMEX to inake payments to the CME when and as 

they become due; 

(b) apply other assets of SIMEX available to 
the CME to discharge the obligations of SIMEX to 
make payn.ents to the CHE when and as they become 

.cue; 

(c) if a SIMEX Default exists because of a 
failure by SIMEX to make a payment required by 
Article VIII or Article IX or to maintain the 
SIKEX Letter of Credit required by Article XI, the 
CHE may liquidate the positions in the SIMEX 
Holding Account pursuant to Section 17.5; and 

. (d) by notice to the SIMEX, suspend the 
operation of the Mutual Offset System as to all 
subsequent trades* 

17.3 C?^£ Default . A CME Default (a "CME Default"*) 
all occur if: 

(a) the CME shall fail to discharge any of 
its payment obligations to SIMEX under this 
Agreement, including, without limitation, any of 
its payment obligations under Article VIII or 
Article IX hereof; or 

(b) If any order for relief under any bank- 
ruptcy or insolvency law shall be entered with 
respect to the CME, or if any property of the CME 
is sequestered by court order and such order 
remains in effect for more than 30 days, or if, 
within 30 days after the commencement of an action 
against the CME seeking any reorganization^ 
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arrangement^ composition, liquidation, dissolution 
or similar relief under any present or futum 
statute^ law or reguliition, such action shall not 
have been dismissed, or if, within 30 days aft^r 
the appointment (whether or not contested by any 
person) of any trustee, receiver, conservator or 
liquidator of the CME or of all or any part of the 
properties of the CME, such appointment shall not 
have been vacated; or 

(c) If the CME shall make an assignment for 
the benefit of creditors, or shall admit in 
writing its inability to pay its debts as th^y 
become due, or shall file a petition in voluntary 
bankruptcy, or shall file any petition or answer 
seeking for itself any reorganization, arrangement^ 
composition, liquidation, dissolution or similar 
relief under any present or future statute or 
regulation, or shall file any answer admitting or 
not contesting the material allegations of a 
petition filed against the CME in any such pro- 
ceeding, or shall seek or consent to or acquiesce 
in the appointment of any trustee, receiver, con- 
servator or liquidator of the CME or of all or any 
part of the properties of the CME, or if the CME 

or its Board of Governors shall take any action 
looking to the dissolution or liquidation of the 
CME; or 

(d) the CME shall fail to make or take 
delivery on; or othervise fail to comply with the 
contractual provisions applicable to, any of the 
positions in the Holding Accounts; or 

(e) the CME, in the reasonable judgment of 
SIMEX, shall be in imminent danger of being 

unable to meet its financial or contractual 
obligations or of becoming insolvent; or 

(f) the CME shall fail to provide SIMEX 
with any of the information required by Sec- 
tion 12.2 and Section 12.3; or 

(g) the CV£, shall fail to issue or-maintain 
the letter of credit referred to in Section 9.S. 

17.4 Rights and Re.Ttedies of SIMEX , In the event 
a CKE Default shall exist or occur^ SIMEX may, in addition 
to all other rights and remedies contained in this Agreement 
or otherwise permitted by applicable law. 
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(a) apply margin deposits to the obligations 
of the CME to make payznents to SIHEX vhen and as 

they become due; 

(b) apply other assets of the CME available 
to SIMEX to discharge the obligations of the CHE 

" to make payments to SZHEX vhen and as they become 

due; 

(c) if a CME Default exists because of a 
failure by the CME to make a payment required by 
Article VIII or Article IX, SIMEX may liquidate 
the positions of the CME then in the CME Holding 
Account pursuant to Section 17*5; and 

(d) by notice to the CME, suspend the opera- 
tion of the Mutual Offset System as to all subse* 

quent trades* 

17.5 Liquidation of Positions by the Kon-Def ault«> 
Inc Exchange * Under the circumstances contemplated by 
Section 17.2(c) or Section 17,4(c)^ the non^defaulting 
ExchaiTge, by written notice to the defaulting Exchange^ may 
direct the liquidation, at the first opportunity, of the 
existing positions in the Holding Accounts as hereinafter 
provided. Upon the giving of such notice, the non-default- 
ing Exchange shall be entitled to liquidate any and all 
positions in the Holding Account of the defaulting Exchange 
on the books and records of the non-defaulting Exchange • 
Such liquidation shall be made pursuant to the rules of the 
nor.-def aulting Exchange. 

In the event that a non-defaulting Exchange . shall 
effect the liquidation of the positions in the Holding 
Account of a defaulting Exchange as provided above, the 
non-defaulting Exchange shall be entitled to direct the 
liquidation of the positions in its Holding Account on t'le 
books and records of the defaulting Exchange. Any such 
direction shall be by written notice to the defaulting 
Exchange . 

In the event of a liquidation pursuant to this 
Section 17.5, for each position liquidated^ settlement 
variation shall be calculated based upon the difference 
between the Settlement Price on the Exchange on whose books 
such position was carried as of the end of the previous 
Trading Day and the liquidation price, in accordance with 
the terms and conditions of Article IX. For new positions^ 
settlenvent variation shall be calculated based upon the 
difference between the trade price and the liquidation price 
in accordance with the terms and conditions of Article IX. 
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For purposes of debiting and crediting the Mutual 
Offset Settlement Account, the liquidation price on the 
defaulting Exchange shall be deeined to equal the price at 
which the non-defaulting Exchange liquidated the positions 
in the Holding Account of the defaulting Exchange on its 
books. Each Exchange shall pay to, or be entitled to 
receive from, the Mutual Offset Settlement Account settle- 
ment variation with respect to the positions in the Holding 
Account of the other Exchange on its books that have been 
liquidated. Notwithstanding the foregoing, the defaulting 
Exchange shall not be entitled to receive any funds from the 
Mutual Offset Settlement Account unless and until the 
default giving rise to such liguidation shall be cured to 
the satisf action of the non-defaulting Exchange • 



ARTICLE XVIII 
TERM OF AGREEMENT 

18.1 General . This Agreement shall have an 
initial term of ten years from the date of commencement of 
the opera::ion of the Mutual Offset System ("Initial Term'') 
and shall be renewed automatically for successive periods of 
five years each ("Renewal Terms") unless terminated as 
described belcw. 

18.2 Rights of Termination ^ Either Exchange 
shall have the righr to terminate this Agreement at the end 
cf the Initial Term or at the end of any Renewal Term by 
giving the other Exchange 90 days' prior written notice of 
su ::h t e rmi n a t i on . 

Notwithstanding the foregoing, at any time after 
the date c.i which this Agreement becomes effective and prior 
to the second anniversary of the date thereof, either 
Exchange shall have the right to terminate this Agreement 
fcr any reason whatsoever by giving the other Exchange 
90 days' prior written notice of such termination. 

If and only if the average daily trading volume on 
SIKEa in all futures contracts (whether or not pursuant to 
the Mutual Offset System) was less than (i> 20,000 contracts 
during the 12 months immediately preceding the end of the 
period ending five years following the commencement of the 
operation of the Mutual Offset System, or (ii) 15,000 
contracts during whichever six months within such 12-month 
per::d as to which average daily volume (computed as. afore- 
said; shall have been the lowest, then, by written notice 
giver, within 90 days following the end of such five year 
period, either Exchange shall have the right to terminate 
this Agreement. 
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Extraordinary Termination by CME . A SXMEX 
Event of Termination shall occur if: 

(a) SIMEX shall have made any material * 
misrepresentation to the CME in this Agreement; or 

(b) SIMEX alters or modifies any of the 
rules listed in Schedule C hereto In any material 
way without the agreement of the CME; or 

(c) SIMEX shall commit any breach of thla 
Agreement, as amended or supplemented, or of any 
other material agreement between SIMEX and the 
CME, whether of a representation, warranty, 
covenant, or otherwise; or 

(d) any foreign exchange or other license, 
consent, authorization or approval now or here- 
after in effect which is necessary to enable SIMEX 
to perform its obligations under or In respect of 
this Agreement shall be revoked, withdrawn or 
withheld or shall cease to remain in full force 
and effect; or 

(e) any othar governmental action shall 
occur which impairs the ability of SIMEX to 
perfor.r. its obligstioas under or in respect of 

this Agreement; or 

(f) a SIKEX Default shall Occur; or 

(g) any Court having jurisdiction shall 
determine that Article I or Article JI of the 
supplemental agreement between the CME and the 
SIMEX dated as of the date hereof is Invalid, void 
or unenforceable. 

^<^r. . "S?".^^^ occurrence of a SIMEX Event of Termina- 
?i *v • rights and remedies contained 

u*??"!''^ or otherwise permitted by applicable law, 
^he CMt shall have the right, but shall not be obligated, to 
ter.Dinate this Agreement by giving written notice to SIMEX 
of such termination. Such termination shall be effective 
ammeaiately upon receipt by SIMEX of such notice. 

18-4 Extraordinary Terroinatien by SIMEX . 

A CME Event of Termination shaU occur i£\ 

(a) the CME shall have made any material 
misrepresentation to SIMEX in this Agreement; or 
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(b) the CMS alters or modifies Any of its 
rules relating to Designated Futures Contracts or 
corresponding to the rules of SIMEX listed in 
Schedule C hereto in any material way without ' 
consulting SIMEX; or 

(c) the CME shall commit any breach of this 
Agreement, as amended or supplemented, or of any 
other material agreement between the CME and 
SIMEX, whether of a representation, warranty, 
covenant, or otherwise; or 

* 

(d) any foreign exchange or other license, • 
consent, authorization or approval now or hereafter 
in effect which is necessary to enable the CME to 
perform its obligations under or in respect of this 
Agreement shall be modified, revoked, withdrawn or 
withheld or shall cease to remain in full force 

and effect; or 

(e) any other governmental action shall 

occur which impairs the ability of the CME to 
perform its obligations under or in respect of 
this Agreement; or 

(f ) a CME Default shall occur; or 

{g) any Court having jurisdiction shall 
determine that Article I or Article II of the 
supplemental agreement between the CME and SIMEX 
dated as of the date hereof is invalid, void or 
unenforceable. 

Upon the occurrence of a CME Event "of Termination, 
m aodition to all other rights and remedies contained in 
this Agreement or otherwise permitted by applicable law, 
SIWEX shall have the right, but shall not have the obliga- 
tion, to terminate this Agreement by {^giving written notice 
to the CME of such termination. Such termination shall be 
effective immediately upon receipt by the CME of such 
notice. 

18-^ Survival, No termination of this Agreement 
shall in any way affect or impair the powers, obligations, 
duties, rights or liabilities of the parties hereto in any 
way or respect relating to (i) any transaction or event 
occurring prior to such termination, (ii) the positions of 
an Exchange which are carried in its Holding Account on the 
books of the other Exchange, and, in particular^ the right 
of an Exchange to liquidate positions in the Holding Account 
pursuant to Section 17.5, or (iii) any provision of this 
Agreement requiring payments to be made by one Exchanae to 
the other Exchange* . 



IS. 6 Llquidatloo of Positions ^ Except as provided 
below, unless otherwise agreed In writing, upon the termination 
of this Agreement under any of the circumstances contemplated 
by this Article XVIII, Mutual Offset System trading will 
convinue with respect to those delivery months of the 
Designated Futures Contracts as to which trading has already 
commenced at the time of such termination* Such existing 
delivery months may continue to be traded until such time as 
there are no net positions in the Holding Accounts or until 
the expiration of trading in that delivery month* Upon any 
such termination of this Agreen^ent, no trading shall be 
permitted pursuant to the Mutual Offset System in delivery 
months in respect to which trading has that not yet commenced 
at the time of such termination. Notwithstanding the • 
foregoing, nothing contained in this Section IB. 6 shall 
limit or otherwise restrict the right of a non^def aulting 
Exchange to liquidate positions as provided in Section 17.5, 



ARTICLE XIX 
ARBITRATION 

19.1 CMZ Clearing Members . SIMEX shall maintain 
an arbitration system for the resolution of disputes among 
its Clearing Keri>ers and shall act promptly and in good 
faith wizh respect to any disputes, controversies or dif- 
ferences relating to the Mutual Offset System, including 
claims for dainages, raised by a Clearing Member of the CME 
against a Clearing Merrier of SIMEX which are submitted to 
SIKZX for arbitration. Such arbitration shall be held in 
Singapore. SIMEX shall not discriminate against Clearing 
.•^eT±>ers of the CME in connection with such arbitration 
system. 

19 -2r SIMEX Clearing Members . The CME shall main* 
tain an arbitration system for the resolution of disputes 
ar,ong its Clearing Members and shall act promptly and in 
good faith with respect to any disputes, controversies or 
differences relating to the Mutual Offset System, including 
claims for damages, raised by a Clearing Member of SIMEX 
against a Clearing Member of the CME which are submitted to 
the CME for arbitration. Such arbitration shall be held in 
Chicago, Illinois. The CME shall not discriminate against 
Clearing Members of SIMEX in connection with such arbitration 
syste.T.. 



ARTICLE XX 
EFFECTIVENESS OF AGREEMENT 

This Agreement shall be effective, and trading 
pursuant to the Mutual Offset System shall commence, only 
upon the occurrence of all of the following conditions: 
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(a) SIMEX shall have delivered to the 
CME an opinion of Messrs. Allen & Cledhill to the 

effect that: 

(i) this Agreement has been duly 
authorized, executed and delivered by SIMEX, 
is a valid and binding obligation of SIMEX 
and is enforceable in accordance with its 
terms, except as limited by (1) bankruptcy, 
insolvency, moratorium or other laws affect- 
ing generally the enforceability of creditors* 
rights and (2) the availability of equitable 
remedies, including specific performance and. 
injunctive relief; 

(ii) SIMEX has full right, power and 
authority to execute, deliver, and perform 
the obligations set forth in this Agreement; 

(iii) neither the execution and delivery 
by SIMEX of this Agreement, nor compliance 
with the terms and provisions of this Agree- 
ment, will violate any applicable laws, 
statute, order, rule, or regulation promul* 
gated or 7udgTnent entered by any court or 
governmental authority to which SIKEX is 
subject, or conflict with or ir^sult in a 
breach of any of the terms, conditions, or 
provisions, of the SIMEX' s Memorandum of 
Association or Articles of Association; 

(iv) SIMEX has obtained all necessary 
approvals or other action by, and has made 
all required filings with, all governmental " 

f authorities or regulatory bodies, including, 

without limitation, the MAS, which are 
required for the due execution and perform* 
ance by SIMEX of this Agreement; and 

(V) the rules of SIMEX required by this 
Agreement for the operation of the Mutual 
Offset System have' been duly and validly 
adopted by SIMEX and are in full force and 

effect; 

(b) the CME shall have delivered to SIMEX an 
opinion of Messrs. Sidley & Austin to the effect 



(i) this Agreement has been duly 
authorized, executed and delivered by the 
CME, is a valid and binding obligation of the 
CME and is enforceable in accordance wirh its 



terms, except as limited by (1) bankruptcy, 
insoAvency, moratorium or other lavs affect- 
ing generally the enforceability of creditors 
rights and (2) the availability of equitable 
remedies, including specific performanca and 
injunctive relief; 

(ii) the CME has full right, power and 
authority to execute, deliver and perform the 
obligations set forth in this Agreement; 

(lii) neither the execution and delivery 
by the CME of this Agreement, nor compliance 
with the. terms and provisions of this Agree- 
ment, will violate any applicable laws, statute, 
order, rule or regulation promulgated or Judg- 
ment entered by any court or governmental 
authority to which the CME is subject, or con- 
flict with or result in a breach of any of 
the terms, conditions, or provisions of the 
CME s Articles of Incorporation or By-Laws; 

(iv) the CME has obtained all necessary 
approvals or other action by, and has made 
all required filings with, all governmental 
^ authorities or regulatory bodies, includiao, 

without limitation, the CFTC, which are 
required for the due execution and perfor- 
mance by the CME of this Agreement; and 

(V) the rules of the CME contained in 
the original submission filed by the CME with 
the CFTC on October 31, 1983 and any supple- 
ment to that submission that are required by 
this Agreement for the operation cf the 
Mutual Offset System have been duly and 
validly adopted by the CME and are in full 
force and effect. 

Messrs Sidley & Austin may rely on the opinion of Gerald 
Tn^t^' 5= to matters addressed in clause (v) above. 

ItJ,^^ the opinion of Messrs. Allen & Cledhlll 

require reference to the laws of the United States or the 

Allen & Gledhill may rely on the 
opinion of Messrs. Sldley & Austin. To the extent the 
opinion of Messrs. Sidley & Austin requires reference to the 

in^^^f fj^S^P"*^*' ?ff"'- * Austin may rely on the 

opinion of Messrs. Allen & Gledhill. 
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ARTICLE XXI 
MISCELLANEOUS 



i^'^ Nature of Relationship . This Agpeement 
shall not be construed to make either party the legal- 
representative or a^ent of the other. Each ExchaJ?e 1. 

o? lutSo^r^v^f.^'^" ^^"^^ Exchange, and .hall havHo right 
or authority to assuroe, create, or Incur any liability or 

•''^^P^ " otherwise expressly set forth in 
this Agreement or pursuant to such other specific authoritv 
as such other Exchange may grant in writin?. Noting hlrJln 
contained shall constitute the Exchanges aS associa?ion 
Si;«:?:'iStiJj!"' ""^-^-P-^ted busineirir^ther 

21.2 Survival. The Exchanges covenant, warrant 
and represent that all of the Exchanges* respecJi^e ij^aj- 
ties and representations contained in this Agreement shlll 
be true at the time of their execution of this ASJJemSt 
shall survive the execution and delivery hereof bjSe 
Exch-inges, and shall be true from the time of the Exch 
^ir^'^'K^o^^ Agreement to the end of tSe SmJfj™' 

and each Renewal Term hereof. All such representation* f^H 
warranties shall continue in full fJJce 1^"??*^? InS b!^ 

rllT^i^llJ'tr ^"'^ "^^""^ ^° have W^'rHLrupon 

regardless of any investigation made by either Exchange 

righ.s. interests or obligations hereunder shall be ass ian^S 
^^** Benefits of Aareemftnt , None of the riahts 

arlslna /^^P*P^** hereto agree that any dispute 
SffseJ^sJ^^ ^ i^nf J'^'^^r^"^ concerning th^ MutSal 
Diftricr^?!^!!/?^^^?^ adjudicated by the United StaJes 
district Court for the Southern District of New York or 
the event that the court declines jurisdictior iS aAv ItlL 
court situated in said district Th.» ^mp v w ? ^ «tate 

appoints CT Corporation1?ste^;it^^^ffdS«:s''o^'S^5Si^ 
hereof at 1633 Broadway. New York, New yJrk JSSlI If^Y 
hereby irrevocably appoints CT Corporation S^em'wIjS tlf^ 
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address on the date hereof at 1633 Broadway^ New York, New 
York 10019, as their respective agents for the receipt of 
service of copies of the sununons and complaint and any other 
process which may be served in any action or suit arising 
out of such dispute. Such service of process may hB made by 
mailing or delivering a copy of such process to the parties 
here^to in care of their respective agents at the address for 
such agent set forth above, and the parties hereby irrevocably 
authorize and direct their respective agents to accept such 
service on their behalf. The parties hereto also waive any 
claim that any state or federal court located within the 
State of New York is an inconvenient forum« 

21.6 Separability ^ • Whenever possible, each 
provision of this Agreement shall be interpreted in such 
manner as to be effective and valid under applicable law, 
but if any provision of this Agreement shall be prohibited 
by or invalid under applicable law, such provision shall be 
ineffective to the extent of such prohibition or invalidity^ 
without invalidating the remainder of such provision or the 
remaining provisions of this Agreement. 

21-7 Right to Inspect . Each Exchange shall have 
the right to periodically monitor and review the policies^ 
procedures and practices maintained by the other Exchange in 
connection with clearing, compliance^ customer protection 
and market surveillance relating to the Mutual Offset 
System. 

21-8 Obligations in U.S, Dollars , All payments 
and financial covenants referred to in this Agreement other 
than requirements for the delivery of a commodity shall be 
rr.ade or maintained at all times in U.S. Dollars* 

The capitalization requirements referred to in 
Article XIV, Paragraph (h) shall be maintained in U.S, 
D^-Ilars or the then current Singapore Interbank middle rate 
equivalent in Singapo' e Dollars or in such other freely 
convertible currency (S the Exchanges may from time to time 
agree upon. Notwithstanding the foregoing, additional 
capital contributions, if any, in respect of failure to 
comply with such capitalization requirements solely as a 
result of fluctuation in the U.S. Dollar exchange rate, need 
only be made on the last business day of each calendar 
quarter unless such rate should fluctuate by five percent or 
more from the rate in effect on the first day of the then 
current calendar quarter at any time during such quarter, 
in which case an immediate capital contribution or additional 
financial undertaking shall be made or given, as the case 
may be, from time to time during such quarter* 

21.9 Counterparts . This Agreement may be executed 
simultaneously in two or more coimterparts, each of which 
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shall be deemed an original^ but all of which together shall 
constitute one and the same instrument. 



21.10 Readings , The headings of the Articles and 
Sections of this Agreement are inserted for convenience only 
and shall not constitute a part hereof or affect in any way 
the meaning or Interpretation of this Agreement. 

21.11 Amendment . This Agreement may be emended^ 
modified or supplemented by, but only by, a written agree- 
ment of all parties hereto. 

21.12 Notice . Except as otherwise provided 
herein, any notice required hereunder shall be in writing, 
shall be deemed to have been given if delivered by hand, 
certified mail or telexed, and shall be addressed to the 
party to be notified as follows: 

(i) if to SIMEX: 

Singapore International Monetary 

Exchange Limited 
1 Maritime Square 
Suite No. 09-39 
World Trade Centre 
Singapore 0409 
Attention: General Manager 
Telex: SINMEX RS 3B000 

(ii) if to the CME: 

Chicago Mercantile Exchange 
30 South Wacker Drive 
Chicago, Illinois 60606 
Attention: President 
Telex: 210214 CWZE-VR 

or such other address as each Ex-:hange shall notify the 
other Exchange from time to time* Original transmitter's 
telexes showing the answer back of the party to whom such 
telex is directed shall be prima facie evidence of delivery 
to such party- 
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IN WITNESS WHEREOF, the parties hereto have caused 
this Agreement to be duly executed. In Nev York, New YorJc 
all as of the day and year first above written. 



CHICAGO MERCANTILE EXCHANGE SINGAPORE IN'.'ERNATIONAL MONETARY 
^t^c^^^;,.^,^^ EXCHANCI LIMITED 

By By_ 



Brian P. Hohieson Kg Kok Song 

Chair;r.an '.. Chairman 
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SCHEDULE A 



DESIGNATED FUTURES CONTRACTS 



^« following are the Designated Futureb Contracts 
initially to be traded pursuant to the Mutual Offset System: 

1- Cold based on London delivery as determined 
by the Exchanges and approved by the CFTC. 

2. Three-Month Eurodollars as set forth in 
Chapter 39 of the Rules of the Chicago 
Mercantile Exchange a& in effect from time to • 
time • 

3. Yen as set forth in Chapter 30 of the Rules 
of the Chicago Mercantile Exchange as in 
effect from time to time. 

4. Deutsche Marks as set forth in Chapter 30 of 
the Rules of the Chicago Mercantile Exchange 
as in effect from time to time* 
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SCCEOULE B 



1NTER»EXCHANGE MARCIMS 



STMEX 



J^t ^^^^ deposit and at all times maintain 

margins at the greater of (a) the amount computed by applying 
Plan 1 to the aggregate number of net opeh positions in its 
Holdang Account, without regard to the Designated Futures 
Contract, or (b) the sum of the amounts computed by applying 
Plan 2 to the net open positions for each Designated Futures 
Contract in its Holding Account. ruwres 

a. Plan 1 



Net Positions 

for All Designated 

Futures Contracts 

1 - 6,000 
6,001 - 10,000 
10,001 - 13,000 
13,001 and above 

b. Plan 2 

Net Position 
for Individual 
Designated 
Futures Contracts 

-1 - 3,000 
3,001 - 6,000 
6,001 - 8,000 
8,001 and above 



Number of Times 
Average Margin 

1.0 
1.5 
2.0 
3.0 



Number of Times. 
Margin 

1.0 
1.5 
2.0 
3.0 



2. 



CME 



deposit and at all times maintain 
margins, based upon the Net Positions in its Holding 
Account, at a level of one times Margin. "^^^^n^ 

3- Definitions 

"Av^^^^e Margin" as used in this Schedule shall 
mean the weighted average Margin of all Designated F^tSres 

anC Jr^V"Sf*fr**** ^^^^^9 AccountrcomJuSn? 

any tame by dividing the sum of the Margins applicable to 

tli nf P^"^*<''*« Holding Account at wch time by 

the number of open positions in the Holding Account at sGch 
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SCHEDULE B 
Page 2 



"Margin" as used in this Schedule shall mean the 
maintdnance margin applicable to each Designated Futures 
Contract as in effect generally from time to time on the 
CME. 
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SCHEDULE C 



SIMEX RULES MATERIAL 
TO THE MUTUAL OFFSET SYSTEM 



Chapter 1 - Definitions 

The definitions of Execution Exchange, Executing 
Clearing Member. Inter-Exchange ;rransfer. Mutual Offset 
System, Originating Clearing Member, Origination Exchange^ 
and Participating Exchange. 

Chapter ,2 - Membership and Seats 
Rules 201{b} and (c) . 

Chapter S - Trading Floor and Practices 

Rules 507 (except for the fourth unnumbered 
paragraph), 508, 510 through 531. 

Chapter 7 - Delivery Facilities and Procedures 

Rules 701 through 706, 710 through 715.. 

Chapter 6 - Clearing House and Margins 

Rules 800 through 820, 822 and 827. 

Chapter 9 - Duties of Clearing Members and Corporate Non- 
Clearing Members 

Ruies 900 through 907, 910 through 912, 914, 
917, 921, 923. 

Chapter 10 - Mutual Offset System 
Rules 1000 through 1005B. 
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Overview of the Link 



I 



IS 



O VERVIEW OFTHFT.TNt^ 



On December 15, ]995^the Chicago Board of Trade rCBOT®") and the London International 
Financ:aJ Futures and Options Exchange ("LIFFE") signed the LLnk Agreement to develop an 
innovative open outcry hnkage ("Link") for certain of their major financial products. Scheduled 
to be unplemented in the second quarter of 1996, the Link expands tlie global opportunities for 
market users, Funires Commission Merchants ("FCM") and the exchanges Since this 
announcement^ the Link proposal has received an overwhelmbgly positive response from the 
respective exchange memberships and govermnent regulators, as well a.s for the futures indust^^' 
as a whole. 

The CBOT and LIFFE have listened to and responded to the needs of our market users who have 
exprcssed.their desjre for an open outcr>' style linkage. In the global market environment risk 
management does not Cease at the close of a particular market. FCMs and proprietar^' trading 
firms have a need to "pass the book" throughout the business day. Additionally, market users 
have mdicated their preference for open outcry trading markets as they tend to provide <^eater 
liquidity^ The Link was designed and developed to address these issues. By mak ng av'lilable 
each exchanges most liquid and heavily traded products for an additional 6-7 hours and 
supported by well capitalized clearing organizations, the CBOT and LIFFE will create unparalled 
tradmg opportunities for the world. ^ 

At the commencement of the linkage, LIFFE vNill trade futures and options on the CBOT's U S 
Treasury Bond contract. In turn, the CBOT will trade fumres and options on the LIFFE's ' " 
German Government Bond contract. Subsequently, Ten- Year and Five Year Treasur>' Note 
ullT n be introduced for trading in London, and Long-Term British Gilts and 

Italian Government Bond futures and options will be introduced for trading in Chicago. 

2n.f '"^.'fr^^T ""f '° "''^''^'^ ' G^™^ Bonds in Chicago and have it 

transferred to London Uie same day and be recognized as a LIFFE position. Howevt the Link 
IS not to be confused w.th a munial offset system as all open positions in Link designated 

end nHh ^ '""'rt ' T/'' ^^"^ ''''"''"^ ^^^^^^^^ ^° ^« "^onie" exchange at the 
end of the day. On the case of Gemian Bonds, LIFFE is the "home" exchange.) The CBOT uall 
provide a strong secondary tradmg vehicle for LIFFE's existmg products and vice-versa Tl.e 

TxchLge " ' ''"''''"^ 

!h7?BOT LTuFr^p"'/""^' • 1' ^'"^ ^" ^gil^'^ between 

the CBOT and LIFFE. For example, the CBOT intends to trade German Bond futures and 

options havmg the same salient feamres as LIFFE's German Bund f\itures and options 
LotoTSl'nTHre'^^ °" ^'^ 
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The tradmg of Link products at the two exchanges will appear seamless to market participants. 
A party having open positions in German Bonds, which were executed at the CBOT and 
subsequently transferred to London, will have them confirmed as LIFFE Gemian Bonds with a 
trade price as was determined on the CBOT floor and a senlement price which has been 
established in London. 

In accordance with the Link Agreemenl, market participants will also have the ability to offset 
their open positions prior to transfer thereby reducing costs to the participants and their clearing 
firms. 

Day trading Link products at the '^away' exchange is also recognized by the Link Agreement 
signed by the exchanges and their clearing organizations. A party can buy and sell T-Bonds in 
London and have the positions match and offset without having them transferred back to 
Chicago. 

Matched open positions at the end of the day will be transferred between the Board of Trade 
Clearing Corporation and the London Clearing House. By previous agreement, the clearing 
organizations will automatically assign the transferred positions to the appropriate clearing firms. 

The Link is being designed to ensure that the highest, levels of market integrity are maintained at 
all times. The Link Agreement calls for both clearing organizations to collect some appropriate 
margin amount based on the risk of the link positions executed. In the case of German Bonds 
traded in Chicago, the Board of Trade Clearing Corporation will collect som.e amount to cover . 
tlie market exposure from the time of execution. After open positions are transferred to London, 
the London Clearing House will also collect some level of ftmds based on the exposure in the 
London market. The clearing organizations unl! coordinate their efforts to ensure proper funds 
are paid and received to/from clearing firms. The exchanges and clearing houses believe this 
system greatly minimizes the impact that time and events can have on the market. 

The Link has taken a long time for the CBOT and LIFFE to create. However, the exchanges 
believe the time spent to develop this unique trading approach will prove to be beneficial to all 
parties having a need to cover their exposures on a global basis. 

The following chapters and Appendix address, in greater detail, the concepts of the Link. 
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Aspects of the Link 



ASPECTS OF TUf T 
Designated Link Products 

At the commencement of the Link, CBOT mil trade fixtures and options on the Gennan Bund 
contract. In ret^, LIFFE will trade U.S. Treasuo' Bond futures ^d options. 
subsequent ^^g« of the Link, Ten- Year and Five-Year Treasm,' Note futures and options will 
b^gu, ^dtng on the LIFFE floor and the CBOT will introduce trading in UK GoveLen Bo ds 
(Long Gilts) and Italian Government Bonds (BTP) fiitures and options. 

Fungit>ilio: 

An important aspect of the Link wall be the fungibility of designated link contracts to be offered 
b> the two exchanges. The CBOT w^l. offer German Bund ftuures and option contrac s wWch 
will be Identical to the products currently traded on LIFFE. including fuZes sty-lc mar 'ininfon 
a,e option contract. At LIFFE all options are futures style products. Currently thcrT^^To 
futures style options offered on an>- U.S. futures exchange. The CBOT has cetitioned the CFTC 
to pcnn^t It to offer fbaires sr> lc marginrng on the Gem.an Bund .futures options Whh f^riel 
style margining, the full premium for long options would not be collected on the Je da) 
Rather, the option would be marked-to-market daily, like a futures contract. ' 

anh^rROT ^''^ ^^"^^'^^ ^^hich are identical to those traded 
at^ CBOT. As such. L.FFE will trade Treasury- Bond futures options which require collection 
of fiill premiums for long option positions. I't toiieciion 

Open lntere<;r Fim.r^c n^i;„ erv.- and Op ting Fv^r^.>. 

All open interest on Link products remains at the "home" exchange. Deliveries and option 
exercise must occur at the "home" exchanee. ana opuon 
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Trading Hours 



T?ic CBOT/LIFFE Lijiliagc T'Linkia^"^ «fr ^j- • 

the Link, the Treasu^- Bond L Gcmin B^nW . ' ^° "P^^i^S day of 

trad^g day at ^.c^^.c^^^st^l^^^^^^ ^-e the following open o^c^' 

Jxea^m^ i^teLlling Limdc^n^ 

CBOT 

LIFFE P-"'- - 9:05 p.m. ,2:20 a.m. - 3:05 a 

7.20 a.n,.- 2:00 p.n,. 1:20 a.m. - 8.00 p.m. 

German himrls 

CBOT 

LIFFE 6:20 p.n,. - 9:05 p.m. I2:20a.m 3 05 am 

CBOT , -^^O a.m. - 7:00 a.m. 7:30 a.m. - 4:1. n 

10:20 a.m. -2:00 p.m. 4:20 p.m. -«:C0 pi 

- " rj^^^^^^^^^ .mpe^ion e.h o.e. 

tect A and APT Flectmnic.Svsteni^ 

On the Link's laajich date, the exchana^^ vx.;ii • . 

produces on ti,e CBOT's Project^rfu^PE'sTp^ ^^•^^'^^'"'^ 

e ectromc trading systems w,"!! exist only imtH pre det^^ "^^^ """'"P "^'"°P^^" and 

When the voitm^e critena are reached m U^Li^ 0!?™ ''^'""^ '''''' ^^tatncd 

will rum off their eiectromc trad.ng systems fonhe^rn ^ '"f ^^^^ ^^F^ ^ 

outcry session is available. ' '"^ P'^'^"^'^ times when an open 

The Link Agreement allows for extendtd trading hours at ih. " » . 
exchange ts cio-ed for a holiday. TT^erefore fh" ^0^^^ ^'^^'^^g^ -^en the home 

dunn. daytime trading session at 7:2 m on UF^^^^^^ Bt.d products 

0:20 a.m. Similarly, LIFFE could extend S Trei;^ 3 ! t^J^ '^^^ time of 

a-don ttme) from ^e no„.al closing time of 1 :o"o7nf o^ CB^ ^ " ' ' 
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Last Tra^inp Pay.; 



The Link Agreement caJJs for the "awav" k 

contract two days prior to the initiation of th^e^f '""JT" " opuon 

on the W exchange in order to Xw mL^^^" '^^^ expiratfon Sate 

issues on trades exec .-.ted on the "away" exThtge ' ^PP^^^"'^ '° ^'^^^'-^ open 



Financial Integrin- 



.^e^^^^l^r^^ to a pH^ary objective ofensur^'ng 

mtegnty of the link products. ^'"^ ^«'gned to enhance the financial 



Variati>>n Hi^rrin 



1"^ trading session. Vacation inarg^f ^ T'"' ^"'"^'^"^ P"^^ '^e of hs 

pnce aiid the "mark" price. The "home^H. u °" difference bet^^een the trade 
'Wk"pnce and caicLte v2;ation Tar. ^^^^^^^^^ ''T' "'^ Po^'-tr^e 
margin may be collected by the "awav'v!! T ° ^^"'^^n^^n^ Pnce. Also oric^nal 

been .^sferred to the "homeXx^ge eth" ^f}'' ^^"-^^ ^'^^^ "ot 

posiuons. ^Se..i.e. an exchange holiday or CBOT evening session 

AJI clearing firm' ..>articipating in the Link mu.t 

agreement w,"!! reflect the con^itn^ent ofara^n, '° '.'''^ ^^^^"^ ^^g^^^-ent. Tl,e 
the transfer of the day position balance fooen l!^^' ^^'^^ ^^^^^nge to accept 
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Information Sharinp /\prrp#>yy|Ant 



The exchanges and clcanng houses have a regulatory responsibility to conduct appropriate 
fmanaa] and market surveillance ofali phases of their markets. Therefore UieLIFFrCBOT 
and the cleanng houses w,I, enter into an infonnation shading agreetncnUo' e^Se "^"^ 
surveillance 01 die Link products. " cmiance me 



Transfer System 



At the end of each day's trading session, the CBOT and LIFFE will tran^fi-r 



Clearing House Variarjn n Marp i^K; 



All Link con^cts executed on the "away" exchange will be cleared by the "away" ci^arin. 
house. As indicated in the previous section, the "away" clearing house will mark the ^^"t . , 
market and pay/collect variation margin on them T>e CBOT ^lllTXTJ r '° 
Deutsche Marks. T.e Board of TradS Cleanng Co"-^^^^^^^^^^^^^ 

uZ^cZk^J!^' "'^"^ "-'"'^ '^'^ Lo^on Clelg 

House ( LCH ) uill pay/collect variation on the Treasury Bond in U.S. dollars. 

Variation collection on the option products bv the "awav" ^vrh^r,r,» r i. 
ofthe"home"exchanc^ Rnrrr . ""-^^ °> "^^/.^^y exchange will follow the convention 

sn^fe basis Jhile Lc7^.f.?I^^ ''^ ^^""^ ^^<^ °P"ons on a fUmres 

style basis uhile LCH will collect the full premium on Treasury Bond long option positions. 

Transfer of Day Pn«:iHnr| R^l ;.^^^ 

4"m"t-^nT'l°"h!;' ""T" ^" "'^''^^ •» <^l-i"8 house „ 

away exchange/clearing house will provide "advisoty" trade files to the "home" 
S|ina?tr\d:^^^^^^^ '''''''' ^'^^"^ files will include 
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Day TradiiiP on theT.ip k; 



Exchange Holidav<; 



As indicated earlier, the CBOT will trade German Bunds on LIFFE holidays arid LIFFF w,ll 



Customer Segregalioi, Treatment of Link Positions by FCMs 

.-d^g on foreign „,arkets would have U,eir equity cl JifiS 7 Se^,^^' ^e , i"l 
products trading on LIFFE classified as 30.7 Secured. segregated, and those Link 

of the.Unk products traded on tlte "away" exch^ge ed o ^It ZtZ^X''"' 

U.K. segregation requirements. U.S. customers trading TROT a.^- 71, , P"""^' ^° 
required to sign a segregation subordination aXow d^^^^^^^ 
associated with CBOT designated positions held in the UK. wilfbe su^^rdTn^^^^^^^^^ 
customers trading domestic contracts in the eyent of an FCM's baZ^otcv .n K . 
transfer the FCM't fimHc fi-^m tk- i r v -n.- Danxruptc> and an inability to 

ine hLM s funds from the U.K. This segregation subordination is similar to an existing 
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The transaction examples in the Appendix detail the trading, clearing, transfer variation 
calculations and segregation treatment of link trades. sier. vanat.on 
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Trading Hours Charts 
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CBOT/LIFFE LINKAGE 
TRADING TIME TABLES 



The CBOT/LIFFE Linkage ("Linkage") offers additional open outco' trading opportunities for 
various financal ftjtwes and options products in each others time zones (CHART 1 ) On the 
^"^^'^^oiT''^ ^'^^h^g" ^" immediately reduce the availability of Link products 

on Lhe CBOT's Project A and LIFFE's APT systems (CHART 2). The overlap of open outcrv 
and electronic tradmg systems will exist only until pre-determined Link volume levels are ' 
obtamed. 

When the volume criteria are reached in the Link open outcry sessions, the CBOT and LIFFE 
uill mm ofr their electronic trading systems for the link products for all times when an open 
outciy session is available (CHART 3). 

The Trcasuo' Bond and German Government Bond products %vill have the followng open outcry 
hours at the two exchanges (daylight savings Ume): 

Location ofTr^^dipg Chicago Hpurs London Hour. 

Treasury Bonds 

^^^"^ 6:20 p.m. - 9:05 p.m. 12:20 a.m. - 3:05 a.m. 

^^^^^ • :30 a.m. - 7:00 a.m. 7:30 a.m. - 1:00 p.m. 

^^^^ 7:20 a.m.. 2:00 p.m. 1:20 a.m. - 8:00 p.m. 

German fi ovemmcnt P,Q jrfA<i 

^^OT" 6:20 p.m. - 9:05 p.m. 



^^^^E 1:30 a.m. -7:00 a.m.. 

C^OT 10:20 a.m. -2:00 p.m. 



12:20 a.m. -3:05 a.m. 
7:30 a.m. -4:15 p.m. 

4:20 p.m. - 8:00 p.m. 
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LINK CLEARING MECHANISMS 

TREASURY BONDS 



22:30 



4:0C 



6:00 



7:20 



8:30 



9:30 



14.00 



14:05 



Day T+1 
6:40 



Project A afternoon session on CBOT. 

Evening open outco' session on CBOT. 
Project A overnight session opens on CBOT. 

7:30 jOpen outcry session begins for CBOT . 

^ °' designated products on L/FFE. 

CBOT (ink products cease trading on Project A. 

firm link partners. ^^"^'"^ '^^'^w by BOTCC clearing 

13:00 k^FE-s link open outcy session Closes 
LIFFE sends second "advisory trade file. 



13:20 CBOT daytime open outcry session begins. 



14:30 



15:30 



iUS and will occur on T+l. ^'^'^^^^ Payment will be in 

LCH i^nt" from settlement banks 

LCH transfers hnk open positions to BOTCC 

a?CBO^ ^r^^^^^ °- ends and concludes tbe tr3ding day for 

BOTCC makes final variation call for Dav -r- .r^w 

same day collection. ^ ^ '^'^^s and original margin for 
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LINK CLEARING MECHANISMS 

Gi.nman Bunds 



TIME 




CHICAGC 


LONDON 




Day T- 1 
18:20- 
21:05 




CBOT evening open oulcry session fo; LIFFE designated proojcts. 

BOTCC clearing nriemtjefs submit link evening trades in same fashion as other 

C SOT products. 


Day T 

1:30 


7:30 


LIFFE open jutcry sesfion begins. 


6:40 




BOTCC calls for original margin on matched link trades from '.he evening 
session. Original marcin v^ill be called for in SUS. 


11:00 


17:00 


BOTCC provides advisory trade file to LIFFE. File identifies all lin;^ trades 
reported by BOTCC c' -jaring firms. File is available for reviev/ by LIFFE clearirig 
firm li.ik partners. 

Updated "advisory" trade files will be sent by BOTCC every 30 minutss until 
15:30 Chicago/ 21:30 London. 


10:15 


16:15 


LIFFE's open outcy session doses. 


10:20 


16:20 


CBOT daytime open outcry/ session begins for LIFFE designated products. 


14:00 




CBOT daytime open outcry session ends for all products and concludes the 
trading day for ali CBOT and LIFFE designated link products. 


15:15 




BOTCC perfonms final -econciliation for LIFFE designated link positions. 


15:45 




BOTCC calls its clftari'tg members' settlement banks fo:* same day variation 
commitment on all LIFFE designated linl' trades cleared. Payment will be in D- 
Marks, and wi l occur c n T-^2. 


16:00 


23:00 


BOTCC transfer iink open positions to LCH. 


Day T+1 


5:00 


LCH calls settlement banks for variation commitment for T+2 payment and 
orignal margin for all Day Ts German Bonds, including link positions transferred 
from BOTCC. 


Day T+2 




BOTCC's settlement banks pay variation 
-CrI settlement banks pay variation. 
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BOTCC Link Settlement Banking Structure 



BOTCC LINK SETTLEMENT BANKING STRUCTURE 

op.™o„a, consc.a,„,s of «ch ins,i,udo„ Z ^to^rtr''"'':^" '° approval and .he 
con,™,™„,s an. s„.se,.„, e„..„., de'ir^Ln/r^oSr 

Sanation P^ymf nt^^ 

BanJc of America EJinois 

Brown Brothers Harriman & Co ?^ °^ America (in country) 

ChcmicaJ BanJc ' Brothers Harriman & Co 

The First NationaJ Bank of Chicaoo ChemicaJ Bank, London Branch* 

. " ^^^'^st National Bank of Chicago 

Hams Tnjst and Savings Bank London Branch* 

Harris Tnist and Savings Bank 

*Ins.itut,on also settles for the London Cie^ng House (LCH) 

nr;td~-^^^^^^^^ 

payments at institutions that are autho^zed set/e^eT-l^'t'^ f "^'^ ^irJc vari tio^ 

credu cotnmittment on behaJf of their us'^r ™ O^y cuaency). and wHi requ.re a 
currency at the appointed currency deliver^Tnc?, P""" ^^'^^'ery of each 

Oenn. M.ks and It.ian Lira. T^Tri;- Ste^^^^^^ '''''"^-^ ^^^-^ for 

tp^Zr:™; ^^-cht^el'lS^^tf ""P' deposits of 

used ,n BOTCC's Original Margin Facil ty '^^^^d- ^^ese deposfts w „ L 
commitments. Members utilizing the w.^e ^"^'"^'^^^'^ daily pay/colleS^ 
member pays will be automatically deduct f n .k A° '^^'^ banking costs because 

added to the,r OMF balances. There ore S^e 1" """^ '^^^ member collLtTwil be 
to effect their pay/collect transac.ons a^^iot Tad ' T''"^"' ^^'^ ^^'^-"'^ wi„ no^be s^d 
mimmtze bank transac.on charges The S fnl co"'' '^"^^"^ "'^""'^"^d. which should 
members OMF balances all in'^fest ea^ed oTih ""P"^'^ '° ^J<^a,e and cred , ,0 he 

CorporaUon also plans ,0 apply ea^h ZIT's e^^^^^^^^^^^^^ " ' ^^^^'^^'^ Get- 
dollar onginal margin requirements. ^"""e^cy on deposit to their U.S. 
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Appendix 




^'"'^ Variation Enhancements 

( 

< 

I 
I 

I 



LINK VARIATION ENHANCEMENTS 
GERMAN BONDS 



DAY TIME 
LON 



NON-LINK POSITIONS 



T*2 



7:30 LIFFE OPEN-OUTCRY SESSION BEGINS 



16:15 LIFFE OUTCRY SESSION CLOSES 



TH 5:00 l^CH CALLS SETTLEMENT BANKS FOR VARIATION 

MARal'^^^^ PAYMENT AND ORIgC 

MARGIN FOR ALL DAY Ts GER^^AN BONDS 



SETTLEMENT BANKS PAY LCH 



LCH OR BOTCC CALLS FOR VARIATION OR 
ORIGINAL MARGIN 



L 



LINK POSITIONS^ 



lOAY - TIME 

LDN CST^ 

T.I 23:20 17:20 CBOT EVENING LINK OPEN-OUTCRY SESSION . 
BEGINNING OF TRADE DAY 

T-l 

T 2:05 20:05 CBOT EVENING LINK SESSION ENDS 
T 

7:30 1:30 UFFE OPEN-OUTCRY SESSION BEGINS 

12:40 6:40 BOTCC CALLS FOR ORIGINAL MARGIN FOR 
EVENING SESSION LINK POSITIONS 

16:15 10:15 LIFFE OUTCRY SESSION CLOSES 
1O.20 10:20 CBOTD^^^^ 

20:00 1. 00 CBOT DAYTIME LINK OPEN-OUTCRY SESSION 
CLOSES - CONCLUDES TRADING DAY FOR 
DESIGNATED LIFFE LINK CONTRACTS 

21:45 15:45 BOTCC CALLS SETTLPMEN T MNKS FOR 

VARIATION COMMITMENT ON LINK TRADES FOR 
T*2 PAYMENT t^coi-ur< 

22:00 16:00 BOTCC TRANSFERS DAY T's LINK OPEN 
POSITIONS TO LCH 

22:30 16:30 VARIATION COMMITMENTS RECEIVED FROM 
SETTLEMENT BANKS 

T 

TO 5 00 23-00 LCH CALLS SETTLEMENT BANKS FOR VARIATION 

MAT;.Tr'^''*^ PAYMENT AND OmG^AL 
MARGIN FOR ALL DAY Ts GERMAN BCNOS 

INCLUDING LINK POSITIONS TRANSFERRED 
FROM BOTCC ^r^nt^u 



T*2 



BOTCC'S SETTLEMENT BANKS PAY VARIATION 
LCKS SETTLEMENT BANKS PAY VARIATION 



CST ' ' ■ 

20.05 CBOT EVENING SESS,ONENOS 



eJJn^ngsesJon'^'^'^''^^^^^^ 



'••20 CeOTOArT,MEOPEN.OUTCRy.P„ 

iJi^rCRY SESSION BEGINS 



T,„E positions' 
LDN CST~ 

17:20 C80T EVENING OPEN-OUTCRVc. ' I 
BEGINNING OF TRADPn^3^. ^"^'°N- 
'NCLUOEO) PRODUCTS ARe| 

20.05 C80T EVENING SESSION ENDS 

' 30 , 30 L.F.cELINKOPEN.OUTCRysP«,r> 

OKY SESSION BEGINS 

"° S« "o^, 



15.30 



> LCH OR BOTCC CAl ( <: coo 

ORIGINAL MARGIN ^^«'ATlON OR 



CONTRACrs °" LINK 



payments! 



( 
) 
I 
I 
I 
I 

I 



Transaction Examples 



LIFFE-Des/gnated £uijirj5 @ CBOT 



CBOT-Designated Ftitu 



@ LIFFE 



CBOT/LIFFE Linkage 
Clearing Operations 



LIFFE-Desighated JFjilures @ CBOT 

1 '2 



1 -3 



] -7 
1-9 
1-10 



Example Specifications 

Trade Processing: 
Execution 
Clearing 

Variation Senlement 
Bookkeeping 

Foreign Currency Settlement Flows 
Bookkeeping 

Accounting Transactions and Financial Statements 



December, 1995 



(1) 

(2) 
(3) 
(4) 
(5) 

(6) 



Example: Trading & Transfer nf i rrirr. . 

g of LIFFE-designated Futures @CBOT 

U.S. PCM is a BOTCC clearing n^ember fir™. 

U.K. Broker is a LCH clearing member finn. 

"OEF" (Opposite Executing Firm) i\ m.„ ■ . 

'*an„gn™ofboU,BOTCC=.dLCH. 

Smith IS a customer of US FPM c^-.u 

^S OODM @ , , :00 est on the CBOT ^""'''^ ' ^^'^ '^">' ' Sept. Bund @ 

LCH senJement and BOTCC *^r^. i « ■ 

^ """^ ^'P'- °™a„ Bund coHTac: 

-^^^d^i^ay Time D 

6 15 Jdn 98 03 

97.98DM 

(7)(a) T'he Board of Trade Clearinprn,^ • 

(c) The parry owning the PRnr 

9S.00DM and settled agamsl LfFFFs 16:15 settle price ' f"" 

B^^t^t ™ "0.7 seethed) on UFPE-des^nated Oe 

"^1= LCH Will oBtain PPS S fol'LtLt^r.-"' "-^o^r' 
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Foreign Currency Settlement Flow 
Between Clearing Houses and Clearing Firms 



Trade 
Day 


c« 1 BOTCC 




1 1 LCH 1 




10:15 ' 


i6.ib LCH senle for Sept. German Bond - 98.03 DM | 




1 1:00 Cujr^-nef buys 1 LIFFE-dcsigoaicd Sept. German Bund 
. e» r- .00 DM 


17:00 1 




14:00 BOTCC mark for Sept. Cctmtn Bund • 97.98 DM 


20:00 1 


T 


15:45 BOTCC provider a trade and variation register for 
LtFFE-designated activity to its ciearirtg firms. 
Register ren.;cti a 2 tick variation C97.98 -98.00) 
owed by U.S. FCM to BOTCC. 

BOTCC notifies V.S.JCM's bearing b«n« of 2 tick rink 
variation. 


21:45 1 




16:00 Gearing bank confirms its commitment for U.S. FCM's 
16:30 DM variation to BOTCC. 


22:00- 1 
22;30 j 




23:00 Day T 


D.uu LCH makes vartation calls to dearm.j (PPSJ banks. 1 


T -1. 1 




Value date for DM stnlements is T + 2. 1 
»n this example. U.K. Broker's fPS bank will be j 
receiving the 5 lick variation from LCH . 1 




^.Q^DayT^l 


■OEF-$ pps banks provides commitment confirmation | 
10:00 for payment. 1 




4:30 


11:30 (LCH-s cut-off time for U.K. Broker to request release 1 
of Day T excess funds on deoosn lCH. The 1 
release would occur on T * 2.) | 


T + 2 


At time of the currency's country of origin's payment 
system senlemcnt. variation funds win flow between 
BOTCC and »ts clearing firms. 






U.S. FCM's clearing bank transfers funds to BOTCC's 

senlemcnt bank. 50 DM 

BOTCC transfers variation to "^^F' s clearing bank. ("^O) DM 


LCH pays 5 lick DM variation to U.K. Broker s PPS | 





i 
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Foreign Currency SetTlemont Flow 
Between U.S. FCM and U.K. Broker 




T+1 



T + 2 



11:00 Customer buys 1 LIFFE-designoted Sept. German Bund 
@ 98.00 DM 

U.-OO BOTCC m»rk for Scot. German Bund • 97.98 DM 



15:45 BOTCC provides a trade and variation register lor 
LIFFE-difsignated aaivitv lo Its deariryj firms, 
fteglstcr reflects a 2 tick variation <97.9B -98.00) 
owed by U.S. FCM to BOTCC. 

17:00 U.S. FCM provides BOTCC variation mforn^ation to 
U.K. Broker. 

U.S. FCM will collect the 2 tick variation from the 
U.K. Broker. Instructions will be given by U.S. FCM 
for U.K. Broker 10 transfer DM on T + 2. 
U.S. FCM will insTfuct U K. Broker to wire DM funds 

to U.S. FCM's clearin g bank. 

1;00 



U.S FCM's bank confirms to U.S. FCM the 
commitment of the 2 t<ck variation to be rece.ved on 
T + 2. 



U.S. FCM's bank crcdas U.S. FCM's account for 2 
lick variation sent by U.K. Brewer. 



50 DM 



I U>K. Bro ker 

16:15 tCH senle for Sept. German Bund - 98.03 DM 

17:00 

20:00 

21:45 



23:00 



7:00 (Instructions given to a German bank after ih.s time. 
8:00 German time, in the day will resuH in nexi day 
valuation.) 

U.K. Broker will instruct bank to wire the 2 tick DM 
variation to U.S. FCM's bank account. 



U.K. Broker's bank transfers the 2 tick v^'i«tion to the 
U.S. FCM's bank. 



(50) DM 
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CBGT/LIFFE Linkage 
Clearing Operations 



CBOT-Designated Futures @ UFfe 



Page 

1-2 

1-3 



1-7 
1-9 
1 - JO 



Example Specifications 

Trade Processins- 
Execution 

Clearing 

Variation Senlement 
Bookkeeping 

SUS Settlement Flows 

Bookkeeping 

Accoimtii^g Transactions and Fi: 



nanciaJ Statements 



December, 1995 



(4) 
(5) 



Example: Trading & Transfer of CBOT-Designated Futures ©LIFFE 

(1) U.S. FCM is a BOTCC clearing member firm. 

(2) U.K. Broker is a LCH clearing member firm. 

(3) "OEF" is a mutual clearing firm of both BOTCC and LCH. 
U.S. FCM and U.K. Broker have established a ^link clearing agreemcn( - 

R™!!'!^',!!.'r''°"'''°^"-^-^'°'^^^- Smithers transacts a trade to N.v I T- 
Bond@110-00@ 8:00 Idn 

(6) BOTCC senlement and LCH -rk" prices 

lodLj^ lirne 

"T" 14.00 est 110-04 

13:00 Idn 1 09-24 

JnH rpn-J'j '"^"^ ^^^^^-2 ^^y- The settle pria .-. I'" ' "OT 

and CBOT-designated products traded on the LIFFE are established by il.r ' 
14:00 est. LCH "marks" all day session CBOTnlesignated rrades @ H (K) M.. (-r 
variation collection/payment and transfer price purposes. 

(8) BOTCC will collect variation on the CBOT^lesignated T-bond futures wh.- 1. I'^'ve been 
transfered by LCH on the same trade day. LCH will collect variation ..„ .),<• 
transierred positions on T-f 1. 
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^^US Senle:nent Flow 
Between Clearing Houses and Clearing Firms 



Trade 
Day 



2:00 



7:00 



BOTCC 



Idn I 



LCH 



CuMomcr buy- 1 C80T-0^:;5;,ated June T-Bonc? ^" 
1 3:00 (.CM M«V Price for June T,Bond is 109-24. 



■/:20 CBOT open ouicry session bcgJfts. 



9:30 



BOTCC calculates jntra-day v.riat.en on ,lt cleared 
posit.ons Including llnR positions received from 

LIFFE/ICH. 

BOTCC will pay a 12 ,ick variation n 10-04 vs 109- 
24) to U.S. FCM. 



15:00 ^ fCM-s Clearing bank the .ntra-c^a 

varjanon, 

BOTCC collects the inira-day var.at.on from 'OEF-s 
clearing bank. 



13:20 



14:30 LCH maices variation c;.flr. PPS banks for CBCT- 

'!l:Trnor''""'"' -'""ion ol B 

««cks (109-24 vs 1 10-00 ^ $250). 

' i!*!^;,!?'^''''^ com,.itrT>en, confirmation for 
payment on T* i ,s provided. 

LCH transfers CBOLdesisnated positionr to BOTCC 

20:00 



2::00 
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$US Settlement Flow 
Between U.S. FCM and U.«. Broker 




7:00 



7:20 CBOT ooen outcry session beg-nj. 



9:00 



1^:00 C80T closes as trading day. 



15:00 6v IN$ lime. U.S. PCM shpulC have insirucied its bank 
to *Mfe 8-tick vanation to U.K. Bfokci's bank for T ♦ 1 
setilrmeni. 



U-K. BROKER 

8:00 Customer buys 1 CBOT^esignjttd June T-Bond"* 
110-00. 



13:00 LCH Mark Price for June T-Bond - 109-24. 
13:20 

15:00 LCH transfers CBOT-dcsignaied posiiioru to BOTCC 

U.K. Broker provides LCH variation information to U.S. 
FCM. U.K. Broker will cotlea 8-iick variation from 
U.S. FCM. lr\strxKnions will be given to U.S. FCM to 
transfer $US to U.K. Broker's bank. 

20:00 
21:00 



U.S. FCM-s bank debits U.S. ^CM's account for 
variation sent to U.K. Broker. 



($250 



U.K. Broker's bar-.k credits U.K. Broker's account for 
variation received from U.S. FCM. 



i25C 
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CBOT/LIFFE LINKAGE 
CFTC COMMISSIONER PRESENTATION 

January 16, 1996 



DESCRIPTIVE PIECE ON LINKAGE 
TRADING HOURS TIME TABLES 

pTo «sf - """'^'^ ■ "=^^^0 HOUSE LmK VARIATION 



DESCRIPTIVE PmCE ON LINKAGE 



In March, Uie Chicago Board of Trade f"CBo™"> . u 
J— Futures and Options Exchlge r UFFE" 

an .nnovafve open outco- linkage fLinl") for cL rT '° ""^'oP 

products. Scheduled to be implem nt Sin ,h. f f °^ «"^<:ial 

«theg,oha,oppor,unitfes~rett 

and aove^^e^n^reguCr:": t'^^^^^^^^ ^ 

global market envirornnent.lkt; JlTn^r" """"^ ^"^'^ ""^^S^- the 
particular market. FCMs a^d proreXTrd r °f a 

book- tl^oughout the business day A^it^'r l''"'' ' '° "P^" '"e 
1>e,r preference for open outc^ ^Idi^g ^ke "t * ' '"^^ 
liqutd.ty. The Link was desiJed anH^l , !, >' '° P™^"^ greater 
mafa-ng available each exchanges it , '^"'"^ By 

addttional 6-7 hours and suppon dTv " r "^"^ P™^-'^ an 
CBOTandL.FH.i,,crea^V^SS^^^ 

CbSt^ US. Tr™::^ ^^^H wn, ... .tures and options on the 

options on the LIFF^ Gennan 00^ ;^Son: ''^^^ '^"^^^ 

Year and Five Year Treasure w„,.f; I Subsequently Ten 

^^ding in London, and Long-Te™ Bn^^ ? °''T '"'^oduced f o/"" 

and options will be intJorcfdrt.SSSo'°~ '""^ 

ct^l1t:iT:^^;:rUn^^^^^^^^^ Bonds in 

LIFFE position. HoweveTfte L,°k^:^:" -"^nized s a 

system as all open positions in lS^ITI ° . ^ offset 

^sfer fron, the executing exch^e ,oTe — atically 

day. an the case of Ger™^ Bonds LffFE is thT-H " ^"^ *e 

W.II provide a strong secondary tradinfvehicl. f The CBO- 
-versa, .e intent of the^ink is^^t^ r^ct^--^^^^^^^ ^ 



interest and liquidity at the "home" exchange. 

Gemia. Bond fotures and op^ns h^vL ,h/ " r' ^^"^^ '° 
German Bund ftnjres and op o" D^^ITLT^""' "FFE's 
Gennan Bond. ™a. on, Je P^U^ruSrSr^^^^^^ ^ 

CBOT .oor and a .re: p^r^a^ 

Srr^:,":it 'X^^^^^^^^^ r-^-p- wn, ^ 

part-cipants and tj,eir deanng fi™s " "'^^ "''"^'"« •» 

Day Irading Link products at the "awav"fvi-h,„„ • , 

of Agreement signed by the exchanTeT. J,h ^? " by the Heads 

can buy and sell T-Bonds in Tn.^^ f . ' '''"""^ organizations. A party 
without having thet^rsfeXro'c^agt """"'"^ 

previous a^eementle c^!^:r''°" ^'^^"8 H°"^e- By 

We.ed^osi,io„; fo^aTp^r '^rg",^^^^^^^^ 

^atat;::fed\ttK^^^^^^^ of -ar^et integrity are 

organizations to coUeci sit a p ^^f™™' '^'^ ^'-"E 

linJc positions executed Tt^e cSeTf r """^ ^Z""' "^-^ °f 

Board of Trade Clearing Cotrarion Im^^ .""^ ^^"^o. the 

market exposure from l.Z^Z^lTlT"'' '° ^"^'^ 

to London, the London Clearing HoTn' ."^^""P'" P<«'«'<'"S are transferred 

on the exposure in the Lo do T 

their efforts to ensure proper rdTare nl^ ^i" ""^"inate 
T.C exchanges and e,eU 



impact that time and events can have on the market. 

The Link has taken a long time for the CBOT and LFFFP . 
exchanges beheve the time soenf tn A. .^^"^ to create. However, the 

prove to be beneficial to a , " T T'""' ^^'^"^ ^^^^-^ 

global basis. ^ ^^"""^^ " "^^^ to ^over their exposures on a 

CBOT. Guy Simpkin, Head ofi^^tL^^^c7Dl7 ^""^ " 
Chapman. Project Manager, LIFFE. ^"''''Pn'ent, LIFFE. or Simon 



TRADING HOURS TIME TABLE 



FINANCIAL INTEGRITY - 



ENHANCED CLEARING HOUSE LINK 
VARIATION PROCESS 



[DAY TIME 

lon" 



NON-LINKPQSiTir>M r 



~*^*^*KVARiAT/ON ENHANCEMENfr 
GERMAN BONDS 



T 7:30 "-.FFE OPEN-OUTCRY SESSION BEGINS 



16:15 UFFE OUTCRY SESSION CLOSES 



/OAY TIME ^ '-'NX POSITION.. 

LDN CST 

T 2:05 2<^05CBOTEVE,„MGUNK SESSION ENDS 

'■■30 1:30 "-.FFE OPEN-OUTCRY SESSION BEGINS 
12:40 6:40 



«:15 .0:.5 "fFE OUTCRY SESSION CLOSES 

B"°;s°*"'"="«°'--OUTCRr SESSION 

21:45 15:45 1 



T>1 5:00 



^♦2 SETTLEMENT BANKS PAY LCH 



T 



■"■♦I 5:00 23.001 



T*2 



mm 



_LCHSSETTL6MENTBAM... ^„^„ 



LINK VARIATION ENHANCEMENTS 
TREASURY BONDS 



NON-LINK POSITIONS 



DAY TIME 



CST 



17:20 CBOT EVENING OPEN-OUTCRY SESSIONS - 
BEGINNING OF TRADE DAY 



20:05 CBOT EVENING SESSION ENDS 



T 6:40 




7:20 CBOT DAYTIME OPEN-OUTCRY SESSION BEGINS 



14:0i) 



T*1 16:40 



BOTCC RECEIVES VARIATION PAYMENTS FROM 
SETTLEMENT JANKS 



LCH OR BOTCC CALLS FOR VARIATION OR 
ORIGINAL MARGIN 



[ LINK POS ITIONS 
DAY TIME 

LDN CST 

T-1 17:20 CBOT EVENING OPEN-OUTCRY SESSION. 

BEGINNING OF TRADE DAY (LINK PRODUCTS 
ARE INCLUDED) 

20:05 CBOT EVENING SESSION ENDS 

T 7:30 1:30 LIFFE LINK OPEN-OUTCRY SESSION BEGINS 
6:40 ~ 
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THIS AGREEMENT is made rie 15th day of December 1995 



BETWEEN: 

(1) LIFEE ADMINISTRATION AND MANAGEMENT, a company incorporated In England 
and Wales whose registered oflBce is at Cannon Bridge, London EC4R 3XX. England 
rUDFFE'); 

(2) BOARD OF TRADE OF TIIE CnT OF CHICAGO, a voluntary membership association 
Lncorf>orated by special aa cf the DJinois legislature whose principal place of business is at 
LaSalle and Jackson, Chicago, DImois, 60604, United States of America ("CBOT"); 

(3) THE LONDON CLEARING HOUSE LIMITED, a company incorporated in England and 
Wales whose registered oflBce is at Roman Wall House, 1-2 Crutched Friars, London EC3N 
2AN, England ("LCH"); and 

(4) BOARD OF TRADE CLEARING CORPORATION, a corporation incorporated in the 
State of Delaware, United States of America whose principal place of business is at 141 West 
Jackson Boulevard, Suite 1460, Chicago, Illinois, 60604, United States of America 
(•BOTCC-). 

WHEREAS: 

(A) LEFFE is a recognised investment exchange under the Financial Services Aa 1986 and 
admixiisters a futures and options market in London known as The London international 
Financial Futures and Opdons Exchange (the "LIFFE market'). 

(B) CBOT is a commodiry fjrures and options exchange designated as a contract market by the 
Commodiry Futures Trading Commission pursuant to the Commodity Exchange Aa 1936. 
as amended. 

(C) LCH is a recognised clearirg house under the Financial Serv'ices An 1986 and provides 
clearing services to LIFFE. 

(D) BOTCC is the clearing house for CBOT. 

(E) The Panics have agreed, on the terms and subject to the conditions of this Agreement, to 
establish trading and clearing arrangements (the "Link") to enable, as from the Effeaivc 
Date, contracts in the terms of the Designated LEFFE Contracts specified in Pan IV of the 



First Schedule to be traded on CBOT and cleared by LCH and contracts in the terras of the 
Designated CBOT Contracts specified in Pan HI of the First Schedule to be traded on LIFFE 
and cleared b>- BOTCC. The Parties intend that other Designated Exchange Concracu shall 
be made available for trading as subsequently agreed. 

NOW IT IS HEREBY AGREED as follov^'s: 

1. Interpretation 

1.1 In this Agiecment and in the RecitaJs hereto, unJess the context requires otherwise:- 

*APT" means any autonaated trading system administered by LIFFE from time to time; 
"Bankrupt" means, in relation to a Clearing Member, that such Qeariiig Member: 

(i) conuTiencts a voluntary case or other proceeding seeking liquidation, reorganisation 
or other similar relief with respea to itself or to its 6d)Xs under any bani:ruptcy, 
insolvency or similar law, or seeking the app)oinnnent of a tru.stee, receiver, 
liquidator, conservator, admmistrator, custodian or other sLmilar official (each, a 
"Custodian") of it or any substantial pan of its assets; or (if applicable) such 
Clearing Member takes any corporate action to authorise any of the foregoing; 

(ii) has an involuntary case or other proceeding conmienced against it seeking liquidation, 
reorganisation or other similar relief with respea to it or its debts under any 
banicruptcy, insolvency or similar law or seeking the appointment of a Custodian of 
it or zny substantial pan of its assets; 

(iii) files or enters into an assignment for the benefit of its creditors; or 

(iv) admits in writing that it is generally not paying, or is unable to pay, its debts as they 
become due; 

"CBOT Ehgjbility Criteria" means the criteria published by CBOT from time to time 
required to be satisfied by a CBOT Member as a condition precedent to its entitlement, or if 
it is a corporate entity, its entitlement to designate its traders, to trade a relevant Designated 
CBOT Coniraa on the LIFFE market in accordance with Clause 10.2; 

'CBOT Link Cl^^aring Agreement' means an agreement between (inter alia) a LIFFE 
Clearing Member and a CBOT Clearing ?»4ember, in a form to be agreed by the Parties, 



which faciJitaies the transfer lo the CBOT Clearing Member of contracis comprised in the 
LIFFE Clearing Member's Day Position Balance in accordance with Clause 6.3; 

"CBOT market" means the market administered by CBOT; 

"CBOT Trading Day" means a caJendar day on which the CBOT market is open for trading, 
excluding the evp^ning session of thai caJeadar day, but including the evening trading session 
of the preceding caJendai day on which the CBOT market was open for trading and XBOT 
Trading Period" means any pan of ? CBOT Trading Day; 

"CDT" means Central Daylight Time in the United Stales of America; 

"CFFC" means the Commodity Futures Trading Commission; 

"Clearing Agreement" means a clearing agreement berween, inter alia, a Non-Clearing 
Member and a Clearing Member of an Exchange under which the Clearing Member .agrees 
to clear transaaions for ±e Non-Clearing Member; 

"Clearing Houses' means LCH and BGTCC and "Clearing House" means either of them; 

'Clearing Member" means a clearing member of LIFFE, CBOT, LCH or BCTPCC, as the 
context may require; 

"Contract in the terms of a Designated CBOT Contract" means: 

(i) prior to transfer in accordance with Clause 6.3, a contraa in the terms of the relevant 
Designated CBOT Contraa as published from time to time by CBOT but subject to 
the applicable Rules of LIFFE and LCH; and 

(;i) after such transfer, a contraa in the terms of the relevant Designated CBOT Contraa 
as published from time to time by CBOT and subjea to the Rules of CBOT and 
BOTCC; 

"Contract in the terms of a Designated LEFFE Contract" means; 

(i) prior to transfer in accordance with Clause 6.2, a contraa in the terms of the relevant 
Designated LIFFE Contraa as published from time to time by LIFFE but subjea to 
the applicable RuJes of CBOT and BOTCC; and 



(ii) after such transfer, a coutraa Ln the terms of the relev.-,ot Desigiiated LTFI-H Contract 
as published from time to time by LEFFE and subject to the Rules of LIFFE and 
LCH; 

"CST" means Central Standard Time in the United States of America; 

"Day Position Balance* shall bear the meaning sex out in Clause 6.1; 

'Defaulter" meaas a Clearing Member which has beeu 'ieclared by the Clearing House of 
which it is a Member to be in default; 

"Dcsigiialed CBOT Contracts" means the contracts specified in Pan I of the First Schedule, 
as those contracts are defined in the Rules of CBOT and any other contma which the 
Exchanges may so designate from time to time pursuant to Clause 2.5; 

"Designated Exdiange Contracts" means the Designated LIFFE Contracts and the 
Designated CBOT Contracts aod "Designated Exchange Contract" means any Designated 
LEFFE Contraa or Designated CBOT Connraa; 

"Designated LIFFE Contracts" means the contracts specified in Pan II of the First Schedule, 
as those contracts are defined in the RuJes of LIFFE and any other contraa which the 
Exchanges may so designate from time to rime pursuant ic Clause 2.5; 

"Effeclive Datt" means 28 Jime 1996 or such later date as the Panies may agree, subjea 
always to Clause 13; 

"Eligibility Criteria" means the CBOT Eligibility Criteria and the LIFFE Eligibility Criteria 
or either of them, as the context may require; 

"Eligible CBOT Trader" shall bear the meaning set out in Clause 10.2; 

"Eligible LIFFE Trader" shall bear the meaning set out in Clause 10.1; 

"Exchanges* means LIFFE and CBCf and "Exchange" means either of them; 

"goverrunenl body" means any department^ agency, office, court or tribunal (including any 
unit thereof) or any other unit of a nation, state or local government or any regulatory body; 

"govemmcnt iniervenL'on' shall bear the meaning set out in Clause 12.1; 



-Initial Margin- shall, in relation to LCH. bear the meaning set out in its Rules and. in 
relation to BOTCC, bear the meaLuig ascribed in BOTCC's Rules to the term -Original 
Margin"; 

-LimE Eligibility Criteria- means the criteria published by LIFFE from time to time 
required U) be satisfied by a LIFFE Member as a condition precedent to its entitlement to 
designate traders to trade a relevant Designated LIFFE Contraa on the CBOT market in 
accordance with Clause 10.1; 

-LIFFE Unk Clearing Agrtcmenf means an agreement between (inter alia) a CBOT 
Clearing Member and a LIFFE Clearing Member, in a form to be agreed by the Panies. 
which facilitates the transfer to the LIFFE Clearing Member of contracts comprised in the' 
CBOT Clearing Member's Day Basition Balance in accordance with Clause 6.2; 

■LIFFE market" shall bear the meaning set out in Recital (A); 

-LIFFE IVading Day" means a day on which the LIFFE market is open for trading and 
'mTE Trading Pferiod- means any pan of a LIFFE Trading Day; 

"Link" shall bear the meaning set out in Recital (E); 

"Link Clearing Agreements' means the CBOT Link Clearing Agreement and the LIFFE 
Link Clearing Agreement and 'Link Clearing Agrtemenf means cither of them; 

"lot" shall, in relation to contracts traded on the LIFFE market, bear the meaning set out in 
uhe Rules of LCH and. in relation to contracts traded on the CBOT market, bear the meaniiig 
as . Jbed to the term "unit of trading" in the Rules of CBOT; 

■Margin- means Initial Margin. Variation Margin, Option Premium and any payment similar 
to any of the foregoing for which a Clearing House is cntiUed by its Rules to call from its 
Members; 

■market emergency^ means any simarion which threatens o' may threaten &ir and orderly 
trading in. or clearing and settlement of. a Contna in the tmns of a Designated Exchange 
Contraa or any event outside ibe control of an Exchange or Clearing House (including, 
without limitation, any fire, threat or aa of violence, power fiulure or communication fiulure 
or interruption, failure of technology or bank transfer systems) which materially adversely 
affeos or which may materially adversely affect such trading or clearing and settlement; 



Members- means, m relation to an Exchange or a Clearing House, its respeoive members 
for the time being as defined in the RuJes of such Exchange or Clearing House, as the case 
mzy be. and includes (without limitatioD) Clearing Members au Non-Clearing Members and 
a "Member" means any of them; 

•Non-Clearing Member" means a non-clearing member of LIFFE or a non-clearing member 
of CBOT; 

•Option Premium- means the price of a Contract in the terms of a Designated Exchange 
Contract which is an option contraa; 

•Parties- means the parties to this Agreement and "ftirty- means any of them; 

"Project A- means any automated trading system administered by CBOT from time to time; 

■Roiles- means, i:. relation to an Exchange or Clearing Hottse. the provisions of its 
memorandum or arJcles of association or other constitutionaJ documents, by-laws niles 
regulauons. procedures, customs, practices, contraa specifications, notices or resolutions m 
whatever form adopted by such Exchange or Clearing House, as the case may be and any 
amendment, v^adon or addiuon thereto and -Rule' means a provision of the Rules; 

"Special Member" means, as the case may be; 

(i) BOTCC as a Clearing Member of LCH under a special class of membership 
created under LCH's Rules; or 

(ii) LCH as a Clearing Member of BOTCC under a special class of membership 
created under BOTCC's Rules; 

■Trading Day" means a LIFFE Trading Day or a CBOT Trading Day. as the context shall 

require; 

■IVansfer Time" means, in relation to a transfisr made or to be made by a Clearing House 
pursuant to Clause 6.2 or Clause 6.3 (as the case may be), the time of such transfer as 
specified in the Rules of that Clearing House or those of the Exchange for .which it acts 
provided thai, except in the circumstances contemplated in Clause 8 or in the case of a market' 
emergency, the Transfer Tune for BOTCC refened U) in Clause 6.2 shall occur no later than 
17.00 Chicago time and the Transfer Time for LCH referred to in Clause 6.3 shall occur no 
later than 16.00 London time; and 



r 



""V^ation Margin- shall bear the meaning set out in the Rules of th<: Clearing House 
requiring the same and shall, for the avoidance of doubt, include any settlement amount 
payable on the maturity of a Contract in the terms of a Designated Exchange Contract in 
accordance with such Rules. 

1.2 In this Agreement, unless the context requires other*'ise: 



(a) 



uords importing the singular shall include the plural and vice versa, vwrds ^inponing 
one gender shall include the other and words importing namxal persons shall include 
corporations and vice versa; 



(b) reference to a "Clause", a "Recital" or a "Schedule" shrJl be to a clause hereof, a 
recital hereto or a Schedule hereto, respectively; 

(c) references to any enactment, agreement, rule or regulation shall be to such enactment, 
agreement, nJe or regulation as amended, varied or supplemented from time to lime; 

(d) references to any person shall include its successor and permined assigns; and 

.(e) a -month" is a reference to a period starting on one day in a calendar month and 
ending on the day preceding the numerically corresponding day in the next calendar 
month s.7ve that, where any such period would otherwise end on a day which is not 
a Tn«ling Day for both Exchanges, it shall end on the immediately preceding day 
which b a Trading Day for both Exchanges. 

1.3 Headings appear in this Agreement for ease of reference only 

2. Usting of Designated Exchange Contracts and Trading Hours 

2.1 With effea from the Effective Date and subjea to the provisions hereof. UFFE will make 
a-.^able for trading on the LIFFE market those Designated CBOT Contracts specified in Pan 
m of the First Schedule. 

2.2 With cffea from the Effective Date and subjea to the provisions hereof. CBOT will maJce 
avaUable for trading on the CBOT market those Designated UFFE Contracts specified in Pan 
rv of the First ScheduJe. 

2.3 Each Designated CBOT Contraa may be made available for trading and traded on the LIFFE 
market on a LIFFE Trading Day only during the hours specified in relation to that Contraa 
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in Pan I of \ht Second Schediile (as those hours may be changed from xixDt to time by 
agreement berweeu the Exchanges) subjea to Clause 2.4. Each Designated LIFFE Contraa 
may be made available for trading and tiadcd on the CBOT market on a CBOT Trading Day 
only during the hours specified ijn relation to that Contraa in Pan D of the Second Schedule 
(as those hours may be changed from time to dine by agreement between the Exchanges) 
subjea to Clause 2.4. 

2.4 On a public holiday in the UK when the LIFFE market is closed for business, or during any 
period when the LIFFE market is closed for business which wuld ordinarily be a LEFFE 
Trading Period, CBOT shall additionally be entitled during thai day or that period (as the case 
may be) to make available for trading each Designated LIFF'E Contraa then available for 
trading through the Link during the hours when that Contraa would ordinarily be traded on 
the LIFFE market and subjea always to Clause 4.1. On a public holiday in Chicago when 
the CBOT market is closed for business, or during any period when the CBOT market is 
closed for business which would ordinarily be a CBOT Tradbg Period, LIFFE shall 
additionally be entitled during thai day or thai period (as the case may be) to make available 
for trading each Designated CBOT Contraa then available for nading through the Link 
during the hours when that Contraa would ordinarily be traded ou the CBOT market and 
subjea alwzys to Clause 4.2. 

2.5 The Pardee coii&.nn their intentioii to agree from time to time after the Effeaive Date to make 
available for trading and cleaning through the Link Designated Exchange Contracts in addition 
to those specified in Pan HI and Part IV of the First Schedule. The Parties acb^owicdge thai 
Designated Exchange Contracts will be made avsilable for trading from time to time in pairs, 
that is a Designated LIFFE Contraa and a Designated CBOT Contraa will be made available 
for trading on the same day, save that they may, with the agreement of the Exchanges, be 
made available for trading individually and not in pairs. The Parties may agree in wxiting 
from time to time to make available for trading and clearing through the Link contracts other 
than the Designated Exchange Contracts specified in Part I and Pan D of the First Schedule. 
Upon such agreement becoming effective such contracts shall be deemed to be Designated 
Exchange Contracts for the purposes of this Agreement. Subjea alwa>'S to Clause 13.1(h), 
Designated Exchange Contracts other than those specified in Pans HI and IV of the First 
Schedule may be made available for trading and clearing through the Link only when contraa 
specifications for such Contracts have been approved by LIFFE and LCH (in the case of 
Designated LIFFE Contraas) or by CBOT and BCfTCC Qn the case of Designated CBOT 
Contracts). 



:i) LIFFE may, in relaoon lo each delivery month in a Designated CBOT Contna made 
available for trading on its market, .allow- such Contraa to be traded for that delivery 
month no later than the earlier of: 

(a) the LIFFE Trading Day coinciding with the CBOT Trading Day felling tuo 
CBOT Trading Dayj* before the last trading day in such Contract on the 
CBOT market for thai delivery month; and 

(b) the LIFFE Trading Day coinciding with the CBOT Trading Day felling rw 
CBOT Trading Days before the first day on which the delivery process of 
that Designated CBOT Contraa for that delivery month may be initiated; 

(ii) CBOT may, in relation to each delivery month in a Designated LIFFE Contraa made 
available for trading od its market, allow such Connia to be traded for that delivery 
month no later than the earlier of: 

(a) the CBOT Trading Day coinciding with the LIFFE Trading Day felling two 
LIFFE Trading Days before the last n-ading day in such Contraa on the 
LIFFE market for that delivery month; and 

(b) the CBOT Trading Day coinciding with the LIFFE Trading Day falling two 
LIFFE Trading Days before the first day on which the delivery process of 
that Designated LIFFE Contraa for that delivery month may be initiated. 

UDFFE shall not allow any delivery month of a Designated CBOT Contraa to be traded on 
its market until trading in that delivery month of that Contraa has been made available on 
the CBOT market. CBOT shall not allow any delivery month of a Designated LIFFE Contraa 
to be traded on its market until trading in that delivery month of that Contraa has been made 
available on the LIFFE market. 

When, as a re^i of Clause 2.6, an Exchange is precluded on any Trading Day from allowing 
a Designated Exchange Contraa to be traded for a delivery month on its market, then, by 
mumal agreement between the Exchanges, such Contraa may be made available for trading 
for that delivery month on APT (in the case of a Designated LEFFH Contraa) or Projea A 
(in the case of a Designated CBOT Contraa) on the corresponding Trading Day, 
notwithstanding the provisions of Clauses 4.8 to 4.11 (inclusive). 

During any period when the operation of the Link is suspended hereunder with respea to one 
or more Designated Exchange Contracts: 



(i) CBOT may permit trading in each such Designated CBCJT Contraa on Projea A or 
by open outcry on the CBOT market floor; and 

(ii) LIFFE may permit trading in each such Designated LDTE Contraa on APT or by 
open outcry on the LIFFE market floor. 

3. Rules applicable to Desigiiated Exchange Contracts 

3.1 Each Contraa in the terms of a Designated LIFFE Contraa nude on the CBOT market shall 
be traded and, prior to its transfer in accordance with Clause 6 or Clause 8, initially cleared 
in accordance with the Rules of CBOT and BOTCC. Follosviag its transfer, such Contraa 
shall be maintained in accordance with the Rules of LEFFE and LCH. 

3.2 Each Contraa in the terms of a Designated CBOT Gontrna made on the LEFFE market sbaJl 
be traded and, prior to its transfer in accordance with Clause 6 or Clause 8, initially cleared 
in accordance with the Rules of LIFFE and LCH. Following its transfer, such Contraa shaJl 
be mainuined in accordance with the Rules of CBOT and BOTCC. 

3.3 Each Party shall give the other Parties such prior notice as is reasonable of any contemplated 
amendment to its Rules which relates specifically to a Designated LEFFE Contraa or a 
Designated CBOT Contraa but in any rvent not less than ten days* notice of any such 
amendmeni which it propx)ses to implement, without prejudice to its obligations under Clause 
15.1 and subjea to the fbllowing sentence. In the case of market emergency, government 
intervention or any other circumstance or event which renders the aforementioned notice 
impraaicable or unlawful, the relev^ant Party shall give the other Parties such prior notice (if 
any) as is reasonable in the circumstances. Upon any such amendment becoming effective 
it shall (unless expressly prohibited by applicable law and subjea to Clauses 4.4 to 4.7 
inclusive) immediately apply to such Designated LEFFE Contraa or to such Designated 
CBOT Contraa {?s the case may be) made available for trading on the market of the other 
Exchange. 
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3.4 No delivery notice (in the case of a futures contraa) or exercise notice (in the case of an 
option contraa) shall be capable of being served in relation to a Contraa in the termis of a 
Designated Exchange Contraa prior to its transfer through the Link in accordance with 
Clause 6.2 or Cause 6.3 (as applicable), except in the case of a market emergency preventing 
.vuch transfisr or where any cf the events specified in Clause 7.1.1 or Qausc 7.1.2 has 
occuiTcd and a BCJTCC/LCH Contraa or LCH/BOTCC Contraa has arisen in relation to 
such Contraa pursuant to Clause 7.1.2 or Clause 7.212, as the case may be. 
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4. Method of IVading 

4.1 Unless LD-TE agrees otherwise, Contracts in the tenm of Designated LIFFE Contracts shall 
be made available for trading on ±t CBOT mr>jket only: 

(i) during the hours refened to in Clause 2.3; 

(ii) by open outcry on the CBOT market floor; and 

(iii) b accordance with the Rules of CBOT. 

4.2 Unless CBOT agrees otherwise. Contracts in the terms of Designated CBOT Contracu shall 
be made available for trading on die LIFFE market only: 

()) during the hours referred to in Clause 2.3; 

(ii) by open outcry on the LIFFE markst floor; and 

(iii) in accordance with the Rules of LIFFE. 

4.3 Each Exchange shall adopt and maintiin Rules which require that: 



0) 



(ii) 



(iii) 



in the case of a LIFFE Clearmg Member which is not a CBOT Clearing N^ember and 
which proposes to trade a Designated CBOT Contraa on the LIFFE market or to 
accept an allocation of a Contraa in the terms of a Designated CBOT Contraa. such 
LIFF-E Clearing Member is party to a CBOT Link Clearing Agreement and such 
Agreement is in full force and effea; 

in the ca.e of a CBOT Clearing Member which is not a LIFFE Clearing Member and 
which proposes to trade a Designated LIFFE Contraa on the CBOT market or to 
accept an allocation of a Contraa in the tcnns of a Designated LIFFE Contraa, such 
CBOT Clearing Member is party to a LIFFE Link CJearing Agreement and such 
Agreement is in full force and eflFect; 

in the case of a LDFFE Non^learing Member which proposes to trade a Designated 
CBOT Contiaa on the LIFFE market or w accept an allocation of a Contract in the 
terms of a Designated CBOT Contraa, it is party to a Clearing Agreement with a 
person who is a Clearing Member of both Exchanges or a LIFFE Clearing Member 
which is party to a CBOT Link Clearing Agreement which is in full force and effea; 
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(iv) ' in the case of a CBCTT NoD-ClcarLng Member which proposes lo trade a Desi^ated 
LIFFE Contraa on the CBCTT market or to accept an allocation of a Contraa in the 
terms of a Designated LDTE Contract, it has appropriate clearing arrangemeots wiih 
a CBOT Clearing MeEcber which is a Clearing Member of both Exchanges or which 
is parry to a LDTE Link Clearing Agreement which is in full force and effea. 

4 A LEFFE may permit cross transactions (hov^-soever described) in respea of Contracts in the 
terms of Designated CBOT Contracts made on the LIFFE market only in a manner which 
conforms with the Rules of CBOT relating to cross transactions. CBOT may permit cross 
transactions (howsoever described) in respect of Contracts in the terms of Designated LEFFE 
Contracts made on the CBOT market but only in a manner which is at least as restrictive as 
the Rules of LUFE relating to cross transactions. 

4.5 BOTCC shaJl not clear, and CBOT shall prohibit its Members from submitting to BOTCC 
for clearing, exchange for physical transactions (howsoever described) or any pan thereof in 
respect of Designated LIFFE Contracts. CBOT shall not introduce a basis trade feciJity in 
respect of Designated LIFFE Contracu. LCH shall not clear, and LEFFE shall prohibit its 
Members Ircm submitting to LCH for clearing, exchange for physical transactions (howsoever 
described) or any pan thereof in respea of Designated CBOT Contracts. LEFFE shall not 
introduce a basis trade facility in respea of Designated CBOT Concraos. 

4.6 LEFFE shall, in relation to Designated CBOT Contracts made available for trading on the 
LEFFE market, innxKiuce by the Effecuve Date, and (where necessary) from time to time 
amend. Rules relating to price limits which conform with CBOT^s Rules relating to price 
limiL- in respea of Designated CBOT Contracts made available for trading on the CBOT 
market. Subjea to the following, CBOT shall not, by its Rules or otherwise, operate any 
system of price limits (howsoever described) in relation to Designated LIFFE Contracts nude 
available for trading on the CBOT market. If, at any time after the date of this Agreement, 
LEFFE introduces Rules relating to price limits CBOT shall; in relation to Designated LEFFE 
Contracts made available for trading on the CBOT market and subjea to Clause 3.3, 
immediately intrtxiuce, and (where necessary) fix)m time to time amend. Rules relating to 
price limits which conform with LEFFE's Rules. 

4.7 Except as agreed by LIFFE, CBOT shall not, by its Rules or otherwise, operate an average 
pricing system (howsoever described) in relation to DesignaJrd LIFFE Contracts made 
available for trading on the CBOT market. LIFFE may at any time operate an average 
pricing system in relation to Designated CBOT Contracts coade available for trading on the 
LIFFE market. 
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4.8 With effea from the Effective Dai£, LEFFE shall cease making available for trading on APT 
the Designated LIFFE Contracts specified in Pan IV of the First Schedule (respectively, 
"Bund Future*" and "Bund Options') between 17.05 London time and 14.00 Chicago time 
on each LIFFE Trading Day. 

4.9 With effect from the Effective Date, CBOT shall cease making available for trading on 
Projea A the Designated CBOT Contracts specified in Piin III of the First Schedule 
(respectively , "Bond Futures" and "Bond Options') between 10.00 London time and 07. (X) 
Chicago time on each CBOT Trading Day. 

4.10 Subjea to Clause 4.12, LIFFE may at any time cease making Bund Futures and Bund Options 
available for trading on APT between 16.20 London time and 17.05 London time at its 
discretion and shall do so as soon as is reasonably practicable if, during any rolling three 
month period, the average number of lots per CBOT Trading Day of Bund Futures traded on 
the CBCTT market exceeds the greater of: 

(i) three thousand (3,000) Iocs: and 

(ii) the average number of lots per LIPTE Trading Day of Bund Futures traded on APT 
during that period. 

LIFFE shall promptly notify the other Parties of any proposed 'cessation of trading on APT 
of Bund Futures and Bimd Options. 

4.1 1 If, on any LIFFE Trading Day, trading in Bund Futures and Bund Options ceases pursuant 
to Clause 4.10, then with effea from the corresponding CBOT Trading Day (or, if none, the 
next following CBOT Trading Day) CBOT shall cease trading in Bond Futures and Bond 
Options on Projea A between 07.30 London time and 10.00 London lime, subjea to Clause 
2.4. 

4.12 The Exchanges shall, in relation to Designated Exchange Contracts (other than Bund Futures, 
Bund Options, Bond Futures and Bond Options) made available for trading hereunder, from 
time to time enter into arrangements equivalent or similar to those set out in Clauses 4. 10 and 
4.11. 

4. 13 LIFFE shall not, without the prior consent of CBOT, change its trading hours for Designated 
LIFFE Contracts so as to overlap with CBOTs pcnnined trading hours for such Contracts. 
CBOT shall not, without the prior consent of LIFFE. change its trading hours for Designated 
CBOT Contracts so as to overlap with LIFFE's pcnnined trading hours for such Contracts. 
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5. Clearing 



5.1 Each Contraa in the terms of a Designated £xch?jQge Contraa made on the market of an 
Exchange shall be initially cleared by the Clearing House of that Exchange in accordance with 
its Rules. 

6. Transfer of Positions 

6.1 Calcidntwn of Day Fosifwn Bclance 

On each LIFFE Tradirg Day LCH shall, in accordance with its Rules, calculate the Day 
Position Balance of each of its Clearing Members in relation to all Contracts in the terms of 
Designated CBOT Contracts to which that Clearing Member is parry and which have been 
initially cleared by LCH on that LIFFE Trading Day in accordance m± Clause 5. On each 
CBOT Trading Day, BOTCC shall, in accordance with its Rules, calculate the Day Position 
Balance of each of its Clearing Members in relation to all Contracts \n the terms of 
Designated LEFFE Contracu to which that Clearing Member is party and which have been 
iniually cleared by BCTCC '"n that CBOT Trading Day in accordance with Clause 5, subjea 
10 Clause 6.6. The 'Day Position Balance* of a Clearing Member on any Trading Day shall 
(subjea to Clause 6.6) comprise the aggregate of its gross purchases and its gross sales in 
respea of such Contracts in the terms of Designated Exchange Contracts, provided thrt the 
Day Position Balance shall take into account the netting of any such Contracts carried out 
pursuant to the Clearing Member's iciscruciions and in accordance with the Clearing Housc*s 
Rules. 

6.2 Transfer of contracts in the terms of Desigruxted LIFFE Commas 

At the Transfer Tmie on each CBOT Trading Day, BOTCC shall, in accordance with its 
Rules and subjea always to Clauses 7 and 8, transmit to LCH such details of each CBOT 
Clearing Member's Day Position Balance as are necessary to enable each Contraa in the 
terms of a Designated LIFFE Contraa contained in that Day Position Balance to be allocated 
to the appropriate LIFFE Clearing Member. Provided such transmission is complete in all 
material respects, LCH shall promptly acicnowledge to BOTCC receipt thereof. Upon rt;ceipt 
of such acJcQOwledgement, each such Clearing Member's Day Posiuon Balance shall (subjea 
to Clauses 7 and 8) be transferred by novation as follows: 

(i) the CBOT Clearing Member and BOTCC shall be released from further obligations 
to each other imder each Contraa in the terms of a Designated LIFFE Contraa 
included in such Day Position Balance (save for outstanding obligations 'A'ith respea 
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to any fees or Margin) and their respective rights ag-iinst each other thereunder shall 
be cancelled (such rights and obligations being referred to herein as "discharged 
rights and obligatTons'); and 

(ii) • the LTFFE Clearing Member of such CBOT Clearing Member under a LIFFE 

Link Clearing Agreement and.LCH shall, respectively, acquire rights against 
rach other and assume obligations towards each other undtr « new Contraa 
in the terms of a Designated LIFFE Contraa which rights and obligations 
differ from the discharged rights and obligations only insofar as (I) such 
LEFFE Clearing Member and LCH have acquired and assumed the same in 
place of such CBOT Clearing Member and BOTCC and (2) such new 
Contraa is subjea to the Rules of LIFFE and LCH, ■ jd not those of CBOT 
and BOirC; or 

(b) if such CBOT Cler-lng Member is also a LEFFE Clearing Member, then such 
Clearing Member and LCH shall, respectively, acquire rights against each 
other and assume obligations towards each other under a new Contraa in the 
terms of a Designated LEFFE Contraa which rights and obligations differ 
from the discharged rights and obligations only insofar as (1) such Clearing 
Member and LCH hwt acquired and assiuned the same In place of such 
Clearing Member and BOTCC and (2) such new Contraa is subjea to the 
Rules of LIFFE and LCH, and not those of CBOT and BOTCC. 

Transfer of conxracts in the terms of Designated CBOT Coniractx 

At the Transfer Tmie on each LIFFE Trading Day, LCH shall, in accordance with its Rules 
and subjea always to Clauses 7 and 8, transmit to BOTCC such details of each LIFFE 
Clearing Member's Day Position Balance as arc necessary to enable each Contraa in the 
terms of a Designated CBOT Contraa contained in that Day Position Balance to be allocated 
to the appropriate CBOT Clearing Member. Provided such transmission is complete in aJl 
material respects, BOTCC shall proiriptJy acknowledge to LCH receipt thereof. Upon receipt 
of such acknowledgement, each such Clearing Member's Day Position Balance shall (subjea 
to Clauses 7 and 8) b! transferred by novation as follows: 

(i) the LIFFE Clearing Member and LCH shall be released from further obligations to 
each other unicr each Contraa in the terms of a Designated CBOT Contraa included 
in such Day Position Balance (save for outstanding obligations with respea to any 
fees, Margin or Option Premiums) and their respective rights against each other 
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(b) 



1.-^ (.„-h titbo ml obligMions being "fared 10 he;tin is 
■discbatged rishis »i.<i oblitJiioos-); an.1 
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,n sueb CBOT Cleanng Men*e, 3«i BOTCC .".q«i.ed »d i-sumed 
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^ of a Design..^ CBOT Con,raa wbich rigb,s and ob,i£a„o^ d.Ser 
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U price Ibr iha. subs^ueM CEOT TodL-* Day. .^'^ 1, sh., ,^ onginal 



trade date. 
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7. Default Affecting Transfer 

7.1 Defiuh affecting transfer of CBOT Qearing Member's posUwns 
7.1.1 If, prior to the Transfer Time for BOTCC on any CBOT Trading Day: 

(i) it becomes knovvn to a Parry that a CBOT Clearing Member has become Banknipi: 



or 



(ii) whether or not Bankrupt, a CBOT Clearing Member has been declared by BOTCC 
to be a DefeuJter; or 

(iii) a CBOT Clearing Member has foiled to meet in fiill its Margin obligations then owed 
to BOTCC; or 

(iv) a CBOT Clearing Member right to aa as such generally or in relation to Designated 
Exchange Contraos has terminated or been suspended; or 

(V) the LIFFE Clearing Member with which a CBOT Clearing Member has a LIFFE 
Link Clearing Agreement: 

(a) is known by a Party to have become Bankrupt; or 

(b) whether or not Bankrupt, has been declared by, LCH to be a 
Defeulter; or 

(c) has failed to meet in full its Margin obligations then owed to LCH; 
or 

(d) has had its right to aa as a LIFFE Clearing Member generally or in 
relation to Designated Flange Contracts suspended or such right 
has terminated, 

then any such CBOT Clearing Member's Day Ibsition Balance Of any) shall not be 
.transferred through the Link in accordance with Clause 6.2. but shall be administered by 
BOTCC in accordance with the following provisions of this Clause 7.1. 

7.1.2 At the Transfer Tune for BOTCC on the CBOT Trading Day on which any of the events 
specified in Clause 7.1.1 occurs (or, if Qause 8 applies, at the Transfer Tune for BOTCC 
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on the nejct CBOT Trading Day coinciding with a LCFFE Trading Day), BOTCC shall, in 
accordance with its Rules, cransniit to LCH details of the relevant CBOT Clearing Member's 
Day Position Balance. Upon acknowledgement of receipt by LCH of the transmission by 
BOTCC then, for each Contraa in the terms of a Designated LIFFE Contraa included in the 
CBOT Clearing Member's Day Position Balance (each a "Clearing Member Contract") and 
without affecting the same, there shall arise between BOTCC (as a Special Member of LCH) 
and LCH a contraa (a "BOTCC/LCH Contract") the terms of which differ from such 
Clearing Member Contraa only insofar as (1) the rights and obligations under the 
BOTCC/LCH Contraa are created between BOTCC and LCH, respectively, rather than 
between the CBOT Clearing Member and BOTCC and (2) the BOTCC/LCH Contraa is 
subjea to the Rules of LIFFE and LCH, and not those of CBOT and BOTCC. 

7. 1 .3 BOTCC shall become parry to each BOTCC/LCH Contraa for the purpose of facilitating Lbe 
clearing of the CBOT Clearing Member s Contracts in the terms of Designated LEFFE 
Contracts included in its Day Position Balance. If a BOTCC/LCH Contraa is created, CBOT 
and BGTCC will take prompt steps to identify, or assist others in the identification of, one 
or more LIFFE Clearing Members eligible under LEFFE and LCH's Rules to clear through 
LCH Contracts in the terras of Designated LIFFE Contracts in place of BOTCC. LIFFE and 
LCH shall use all reasonable endeavours promptly to assist BOTCC in -.-aking such steps and, 
where applicable, to transfer each BOTCC/LCH Contraa to such alternative LEFFE Clearing 
Member or Members. 

7.1.4 For the avoidance of doubt, the foregoing provisions of this Clause 7.1 shall in no way affea 
the right of BOTCC or CBOT to exercise at any time such of its powers under its Rules as 
it may consider appropriate. 

7.2 Dcfaulx affecting transfer of LIFFE Gearing Member's positions* 

7.2.1 If. prior to the Transfisr Tune .for LCH on any LIFFE Trading Day: 

(i) it becomes icnown to a Party that a LIFFE Clearing Member has become Bankrupt; 
or 

(ii) whether or not Banirupt, a LIFFE Clearing Member has been declared by LCH to 
be a Defaulter; or 

(iii) a LIFFE Clearing Member has failed to meet in full its Margin obligatioas then owed 
to LCH; or 
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(iv) 3 LIFFE Cle3..ng Member's right u> act as such generally or b reladoo to 
Designated Exchange Concnos has terWed or been suspended; or 

W the CBOT Clearing Member with which a LIFFP ru ■ w . 

, . , . ""^ ^ ^-"^ Clearing Member has a CBOT 

i-uu Clearing Agreement: 



(a) 
(b) 
(c) 



is known by a Party to have become Bankrupt; or 

whether or not Bankrupt, has been declared by BOTCC to be a De^ulter; or 

has Med to me« in full its Margin obligations then owed to BOTCC; or 

has had its righ. to a« as , CBOT Clearing Member gener.,y or in relation 
U> Designate Exchange Con^cts .upended or such right has tem^ated. 

Chen any s.ch LIFFE Clearing Member's Day R>sition Balance (if anv) shall k 
-.rred though the . ^ sh:^^b7ai^:: ^ 

LCH m accordance wi.h the following p^visions of this Clause 7.2. ^ 

7.2.2 Ai the Transfer Time for LCH on th^ \ xvt:^ t a- ^ 

tne next LFFFF TnA\r^r. r\ ... muc lor jluw on 

« LDTE Tn«Jmg Day .„mc,d..s > CBOT Tradbg D«) LCH ■ 

™sm.„,o. ^ LCH fo, „ch Con™ i. ^ ^ . ' ^ '"^"^ °' 
included in the LIFFE CI«rino \a, ^. - *^«ignatal CBOT Contract 

"ic Lu-i-t uearmg Member's Day Rasiiion Balance reach , -ri^ • 
Contract and withnnr ,fr««- u a Clearing Memher 

a . ana without affecting the same, there shall arise between ^ ru , 
Member of BOTCC) and Bmrr ^ ^ ^P^'^ 

i:ar:::rc:~r:7;r= r ^ 

obligations undtr ih= LCH/Borrr r " 

u= LCH/BOrcC Conmct are crMitd bawetn LCH and Brm-r 

LCH/BOTCr r„ „ ■ "'"'^ '-CH and « ft. 

^H^^OTCC C„n„a . sn,e. „ of CBOT and BOTCC. a. ^l^^' 

Con,^ in! d^r,°ri T; " ^ ■>«iS.-. CBOT 

" wui take prompt steps to identify, or assist others in ,k -i. . 
one or more CBOT n«w„„ xa ^ '«l""fi«tion of. 

CBOT Clear^g Members eligible under CBOT and BOICC. Rules to clear 
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through BOTCC Contraos in the terms of Designated CBOT Contracts in place of LCH. 
CBOT and BOTCC shall use all reasonable endeavours promptly to assist LCH in taking such 
steps and, where applicable, to D-ansfer each LCH/BOTCC Contraa to such altem.itive CBOT 
Clearing Member or Members. 

7.2.4 For the avoidance of doubt, the foregoing provisions of this Clause 7.2 shall in no u^y affea 
the right of LCH or LIFFE to exercise at any time such of its powers under its Rules as it 
may consider appropriate. 

8. Delayed Transfers 

8.1 If a CBOT Trading Day does not coincide with a LIFFE Trading Day. then the Day Pbsition 
Balances of C^'JTs .Clearing Members shall not be transferred on that CBOT Trading Day 
in accordance with Clause 6.3 but shall continue to be held by BOTCC and mainuined in 
accordance with its Rules. On the next following CBOT Trading Day which cobcides with 
a LIFFE Trading Day, BOTCC shall transfer such Day ft-sition Ba,. :es in accordance with 
.Clause 6.3. provided that the Day ft>sitioD Balances in respea of more than one CBOT 
Trading Day shall cac.^ be maintained and transferred separately and not combined. 



8.2 



If a LIFFE Trading Day does not coincide with a CBOT Trading Day, then the Day Ftosition 
Balances of LIFlTI-s Clearing Members shall not be transferred on that LIFFE Trading Day 
in accordance with Clause 6.2 but shall continue to be held by LCH and maintained in 
accordance with its Rnles. On the next following LIPFE Trading Day which coincides with 
a CBOT Trading Day. LCH shall transfer such Day Rjsition Balances in accordance with 
Clause 6.2. provided thai the Day Position Balances in respea of more than one LIFFE 
Trading Da)- shall each be maintained and transfened separately and not combined. 

8.3 Without prejudice to Clauses 7. 8.1, 8.2 and 22. if either Clearing House is prevented from 
transferring its Cl««ring Members' Day Ibsition Balances at the time and in the mamier set 
out in Clause 6.2 or Clause 6.3 (as the case may be) by reason of force majeure or 
government intervention or if it becomes unlawful or impossible for either Clearing House 
to do so. then such Day Position Balances shall not be so transferred but shall continue to be 
held by such Clearing House and maintained in accordance with its Rules. Subjea to Clauses 
7, 8.1. 8.2 and 22. such Clearing House shall transfer such Day Position Balances in 
accordance with Clause 6.2 or. as the case may be. Clause 6.3 on the first day which is both 
a CBOT Trading Dry and a LIFFE Trading Day immediately following the cessation of the 
event or circumst-Jice constimting the force majeure or government intervention, or rendering 
an initial transfer unlawful or impossible, as the case may be. Where a transfer is made 



pursuani lo the preceding sentence, the Dsy Position Balances in respea of more than one 
Trading Day shaJI each be ttainiained and transferred separately and not cotnbined. 



Margin and Option Premiums 

On each LIFFE Trading Day, LCH shaJl in accordance with its RuJes: 

(i) mark to market each Contraa in the terms of a Designated CBOT Contiaa initially 
cleared by it which is a futures contraa against the LIFFE daily settlement prices on 
such Trading Day for the relevant delivery or expiry month and pay or collea the 
resulting Variation Margin; 

(ii) in respea of each Contraa in the terms of a Designated CBOT Contraa initially 
cleared by it which is an option contraa, pay or collea the Option Premium. 

On each CBOT Trading Day, BQTCC shall, in accordance with its Rules, mark to market 
each Contraa in the terms of a Designated LDFFE Contraa initially cleared by it against the 
relevant CBOT closing price on such Tradin,*^ Day and pay to or collea from the Clearing 
Member parry thereto the resulting Variation Margin. 

LCH may require LIFFE Clearing Members to provide Margm in respea of Contracts in the 
terms of Designated CBOT Contraos made on the LIFFE market and BOTCC may require 
CBOT Clearing Members to provide Margin in respea of Contracts in the terms of 
Designated LIFFE Contracts made on the CBOT market in the circumstances contemplated 
in Clause 7 or Clause 8 or whenever either Clearing House considers it appropriate, and is 
permined by its Rules, to do so. 

Reciprocal Trading Rights 

CBOT shall permit traders register^ lo, and designated by, LIFFE Members which have 
been confirmed by LIFFE to have fulfilled the LIFFE Eligibility Criteria (each an ^Eligible 
LIFEE Trader") to trade any Designated LEFFE Contraa on v^e CBOT market floor, subjea 
to compliance by each Eligible LIFFE Trader with the applicable CBOT Rules. CBOT 
confirms that its Rules will make provision for training and qualification procedures in respea 
of Eligible LDFFE Traders and CBOT ujidenakcs to LIFFE to ensure that such procedures 
are expedited to the greatest extent practicable and arc no more onerous than those procedures 
generally applicable to traders wishing lb trade on the CBOT market. 
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10.2 (a) LIFFE shall pcnnit CBOT Members or, if such CBOT Members axe corporate 
entities, their designated triers who, in either case, have been confirmed by CBOT 
to have fulfilled the CBOT Eligibility Criteria (any such Member or trader being an 
"Eligible CBOT Trader") to trade any Designated CBOT Contract on the LIFFE 
market floor, subjea to compliance by each Eligible CBOT Trader wiuh the 
ppplicable LEFFE Rules and subjea to the fbllo^ving provisions of this Clause 10.2. 

(b) As a condition precedent to his entitlement to trade on the LIFFE market, each 
Eligible CBOT Trader shall be required to complete and pass theoretical and praaical 
training and examinations set by LIFFE. The theoretical clement of such training and 
examinations may be undertaken in Chicago under the supervision of CBOT; the 
practical training and examinations shall be undertaken at the LIFFE market. 

(c) Procedures under LEFFE's Rules relating to an Eligible CBOT Trader's application 
for a permit to trade on the LIFFE market shall be no more onerous than tljose 
procedures generally applicable to traders wishing to trade on the LIFFE market and 
LEFFE undertakes to CBOT to ensure that such procedures shall be expedited to the 
greatest extent practicable. 

(d) LEFFE shall employ CBOTs personal questionnaire (rather than any similar 
questionnaire used b)' LIFFE) in relation to Eligible CBOT Traders wishing to uade 
on the LIFFE market, but LEFFE shall be entitled to interpret the results of CBOTs 
personal questionnaire in such maimer as it considers appropriate and LIFFE shall not 
be bound by any conclusions drawn by CBOT from such results. 

(e) Eligible CBOT Traders who comply with LEFFE's Rules shall not be subjea to any 
probationary (or "blue ::uacn") period when trading on the LIFFE market in 
Designated CBOT Contracts, but shall be issued with a provisional sil'/er badge (as 
described in LIFFE's RuJcs) and shall cnjo>' the same rights and privileges and be 
SL'bjea to the same obligations and duties as any other trader on the LIFFE market 
who has been issued with a provisional silver badge. 



10.3 CBOQ* shall adopt and maintain Rules which permit an Eligible LIFFE Trader to trade 
Designated LIFFE Clontracts on the CBOT market floor pursuant to Clause 10.1 only after 
that Eligible LIFFE Trader has been authorised in writing to do so by (a) a CBOT Clt^ring 
Member which is a Clearing Member of both Exchanges or parry to a LIFFE Link Clearing ■ 
Agreement which is in fiill force and effea or (b) a CBOT Non-Clearing Member which has 
appropriate clearing arrangeme--ts with a CBOT Clearing Member which is a Clearing 
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Member of both Exchanges or which is parry to a LIFFE I inV n • 
is iB full force and effea, ^ LIFFE Lmlc Clearu,g Agreement which 



10.4 LIFFE shall adopt and maintain Rules which permit an Eligible CBOT T . 

Designated CBOT Contracts on the LIFFE market flo. " 

V - V" uic i_irrt market floor punuant to Clau^p m ■> 

that E eible cncTr Tr,/<«, k v k -"ji iw (_iause iu.2 .only after 

t^iigiDleCBOT Trader has become registered to fa) a LIFFE Cl^rino XX k I 
a Clearinp Memher nf k^.k c ^ Clearing Member which is 

«=^£ Member of both Exchanges or parrv to a TRrrr i inv r-i • 

is in full force and effect or (b) a LffFE J ^, ' 

nea or (b) a LIFFE Non-Cleanng Member which is partv to a n«rin 
Agreement w th a UFt Clearino . • ^ Clearing 

or parry to a CBOT Lin^ C " ' "^'"^"^ ^-^^-^es 

pany to CBOT Lmk Cleanng Agreement which is in full force and effea. 

10.5 LIFFE Eligibility Criteria shall include a requirement that a LIFFE M k • 

exercise its rights under Clause 10 I !n .• ^ LIFFE Member wishing U) 

exeKis, i„ rtgbB u«i„ Clause ,0 2 eitte, its J„, , 

10.8 An Exclioge shall prompdy notify ihe oiho F,A- ; 

P.,.ua„, „ Cause m M " ''° ^'■^"i''^ 

-a. . -:::«:r Lr 1^^^^ 

fi. and p^ope, pe^, ^"'^ ' or ,™.er as a 
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11. Emergency aaion 



11.1 The Parties acknowledge thai where an Exchange's Clearing House maintains a Contraa in 
the terms of a Designated Exchange Contraa which is made on thai Exchange or transferred 
10 its Clearing House pursuant to Clause 6 or Clause 8 (as the case may be), then that 
Exchange or its Clearing House, as the case may be, shall be entitled to declare that an 
emergency condition exists with respect to such Contraa in accordance with its Rules. On 
the occurrence of a market emergency (other than a gcr/emment intervention) with respect 
to an Exchange, such Exchange or its Clearing House, as applicable, shall be entitled to take 
such action under its Rules to deal with such market emergency as it in its discretion thioks 
fit including, without limitation, taking action to require the secdement of Contracts in the 
terms of Designated Exchange Contracts, prcA^idcd that it shall, where practicable, consult 
with the other Parties before ralring such action. 

11.2 If a Party determines th2f a market emergency (other than a government intervention) exists 
with respea to it, that Parry shall, as soon as is practicable, notify the other Parties of the 
existence of such market emergency and, where practicable, liaise with the other Parties with 
a view to establishlog a course of action to deal with such market emergency which is 
acceptable to all the Parties. In any event, such Party shall notify the other Panies of any 
action taken by it imder its Rules in relation to a market emergency, 

12. Government interrcntion 

12.1 This Clause 12 shall apply in the event of any aa by a government or government body, 
including a change in applicable laws or regulations affecting a Party, or a failure or refusal 
lo act or any withholding of its approval by a govemmeni or government body, which 
adversely iffects the Link or prevents compliance by ?ny of the Parties with any of its 
obligations in relarion to the Link or which prevents, as detenmned by any of the Panies, 
Coh:ncis in the terms of Designated Exchange Contracts made on both Exchanges* markets 
from being fungible with each od^er ('government intervention"). 

12.2 If the government intervention prevents the fungibility of Contracts in the terms of Designated 
Exchange Contracts, then each affeaed Designated Exchange Contraa shall immediately be 
suspended from trading on the LEFFE market (in the case of a Designated CBOT Contraa) 
or on the CBOT market (in. the case of a Dcsignattd LIFFE Contraa) unless and until 
fungibility of such Contracts can be restored and the Parties shall take all reasonable steps to 
restore the fungibility of such C^jntracts. If the government intervention prevents the 
fungibUity of all Designated Exchange Contracts then made available fbr tradLog under this 
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Agrtement aud such fungibDiry cannot be restored, any Parry may terminate this Agreement 
under Clause 22.2. 

12.3 If the government intervention is by way of order, direction, decree or similar action which 
has the effea of requiring an Exchange or Clearing House to cease or refrain from any 
activiry necessary for the operation of the Link, then each affeaed Designated Exchange 
Coniraa shall immediately be suspended from trading on the LIFFE market (in the case of 
a Designated CBCT Contraa) or on the CBOT market (in the case of a Designated LIFFE 
Coniraa) during the effective period of such aa and open Contracts in the terms of 
Designated Exchange Contracts entered into prior thereto shall be dealt with in accordance 
with the Rules of the Exchange and Clearing House to which .such Contracts are then subjea, 
unless the Parties otherwise agree or a government body otherwise requires. If the 
government intervention is as a result of any findings by such government body that a Party 
has failed to comply with ^plicablc laws or regulations, that Parry shall use its best 
endeavours promptly to restore its ability to carry out all activities necessar>- for the operation 
of the Link. 

12.4 If as a result of any gcA'emmem intervention it becomes illegal for a Party fully to comply 
wiih its obligadoos under this Agreement, then each affeaed Designated Exchange Contract 
shall immediately be suspended from trading on the LEFFE market (in the case of a 
Designated CBOT Contraa) or on the CBOT market (in the case of a Designated LIFFE 
Contraa) unless such inabUiiy uould not prevent the operation of the Link with rcspea to 
such Contraa if other obligations were to>be substituted for the obligations such Parry is 
unable to perform. If the Link cannot be operated as a result of such Ul^ality, any Parry 
may icnninatc this Agreement pursuant to Clause 22.2. 

13. Conditions Precedent 

13.1 The Effective Date shall not occur until: 

(a) each Parry shall have adopted all Rules necessary for the implementation of the Link 
and the fulfilment of its obligations under this Agreement; 

(b) CBOT shall have published the CBOT Eligibility Criteria and its Rules relating to a 
trader registered to a LEFFE Member wishing to trade on the CBOT market floor 
pursuant to Clause 10.1; 



LIFFE shaJl have published the LIFFE EligibUity Criteria and its Rules relating to 
a trader registered to a CBOT Member wishing to trade on the LIFFE market floor 
pursuant to Clause 10.2; 



the Parties shall have agreed the forms of the Link Clearing Agreemeois; 

each Parry shall have received all necessary appro«/als and consents from applicable 
gtTvemment bodies; 

all applicable govemment bodies are satisfied with rht trading and clearing 
arrangements relating to the Link; 

each Clearing House shall have been accepted as a Special Member of the other; 

LIFFE shall have produced ccntraa specifications for the Designated CBOi' 
Contracts specified m Pan ffl of the First Schedule which specifications have been 
approved by CBOT and BOTCC and CBOT shall have produced contract 
specifications for the Designated LIFFE Contracts specified in Pan IV of the First 
Schedule which specifications have be^n approved by LIFFE and LCH; 

CBOT shall have obtained from the CFTC perroission in a form satisfaaory to 
LIFFE enabling CBOT at any time to make immediaiely effective amendments to the 
terms of Designated LDTE Contracts Kiade avaUable for trading on the CBOT 
martet; 



the Parties shall have entered into a Surveillance Agreement in a form to be agreed 
bcrween them; 



tbe Tribunal (as defined in the Third Schedule) shall have been fully consiityted; and 

the Partes shall have entered into a Licence Agreement in a form to be agreed 
bcrween them under which they licence to each other their names and trademarks for 
use in connection with the Link. 



14. Reppcsenutioiis and Warranties 

14.1 As al the date hereof, LDTE represents and Wr-arrantj lo CBOT and BQTXTC, and CBOT 
represents and warrants to LIFFE and LCH, respectively, that: 

(a) it is permitted under the laws a^d regulations of its place of incorporation to operate 
and administer a futures 2nd opuons market and has aJl requisite power to enter into 
this Agreement and to perform all of its obligations hereunder; 

(b) this Agreement and the obligations created hereunder are bmding upon it and 
enforceable against it in accordance with their terms (subjea to applicable 
bankruptcy, reorganisation, insolvency, moratorium or similar laws affecting 
creditors* rights generally and applicable principles of equity); 

• (c) it has obtained all necessary approvals of each goveramcni body to which it is subject 
in order to permit it to enter into this Agreement; 

(d) its execution, delivery and performance of this Agreement has been duly authorised 
and wiJl not by the lapse of time, the giving of notice or otherwise constitute a 
violation of any applicable law or ruJe or breach of any provision of any agreement, 
instrjiment or doomieni to which it is now parry or by which it is bound; 

(e) it is to the b'^t of its knowledge and belief not in breach of any applicable law or 
coDtracTuaJ obligaiion, nor is it subjea to any acniai or threatened litigation or 
investigation, which would materially hf'tci its business, property, assets, operations 
or financial condition or its ability to perform its obligations under this Agreement; 

(f) it has delivered xo the other Parties a true and accurate copy of its most recent 
published audited annual financial starements and there has been no material adverse 
change in its financiiJ position since ±c date to which that financial statement is made 
up; and 

(g) it has not entered into any agreement with a third party that imposes restrictions on 
its right or ability to enu r into this Agreement which restrictions have not been 
irrevocably waived so as to enable it indefinitely to perform its obligations under this 
Agreement. 

.14.2 As ai the Effective Date,. LIFFE represents and warrants to CBOT and BCTTCC, and CBOT 
represents and warrants to LIFFE and LCH. respectively, that it has obtained all necessary 
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approvals of each govemiDent body to which it is subject ld order to permit it to perform its 
obligations under chis Agreement. 

14.3 Each Clearing House hereby rq^rcsents and warrants to the other Parties that it is permitted 
under the laws and regulations of its place of incorporation to perform the fimciion oi a 
clearing bouse and has all requisite power, as at the date hereof, to enter into this Agreement 
and, as at the Effective Date, shall have all requisite power and necessary approvals of each 
goverameni body to which it is subjea to perform its obligations hereunder. Each Clearing 
House hereby further rq^resents and warrants to the other Parties the maneis se' out in 
paragraphs (b) to (g) inclusive of Claise 14.1 with respea to itself. 

14.4 Each represenlation and u-arrant)' contained in Clauses 14.1 and 14.3 shall be deemed to be 
repeated as at the Effective Date and the representations and warranties contained in Clauses 
14.1, 14.2 and 14.3 shall be deemed to be repeated immediately prior to the initial listing of 
each Designated CBOT Contraa for trading on the LIFFE markt; and the initial listing of 
each Designated LIFFE Concraa for trading on the CBOT market, unless either Exchange 
or Clearing House (as the case may be) notifies the other Parties that any such represenuticn 
and warranty is no longer true and accurate. 

15- Covenants 

15.1 Each Party hereby covenants and agrees with each other Parry that it shall: 

(a) in the case of each Exchange, vise its best endeavours to maintain standards of Leading 
on its market which are financially and ethically sound and consistent with its status 
as a regulated exchange and, in the case of each Clearing House, in performing its 
obligations as a Clearing House and its obligations hereunder, mainraii; financially 
and ethically sound standards, coasistent with its status as a regulated clearing house; 

(b) in the case of each Exchange, maintain such records and market surveillance s.'Stems 
as are consistent with its duties as an exchange and necessary for the proper 
performance of its obligations under this Agreement and, in the case of each Clearing 
House, maintain for a period oi not less than six (6) years ill records made in the 
course of performing its obligations under this Agreement; 



(c) 



maintain, and to the best of its ability enforce, those of its Rules which are necessary 
for the operation of the L ink; 



(d) promptly amend its Rules as necessary for the ongoing operation of the Link and the 
fulfilment of its obligations under this Agreement and, without prejudice lo Clause 
3.3, notify and, where appropriate, consult with the other Parties prior to making an 
amendment to any of its Rules which specifically relates to or affects a Designated 
Exchange Contract and (subjca always to Clause 1 1) give each other Party sufficient 
prior notice of any proposed amendment of relevance to the Link to enable such other 
Party to make any necessary amendment to its Rules or take such other steps as are 
necessary in connection therewith; 

(c) promptly provide to each of the other Parties an accurate and complete copy of its 
Rules (or the appropriate section thereof) following any relevant amendment thereto; 

(0 provide annually to the other Parties a copy of its latest published audited accounts 
as soon as practicable after the date that such accoimts are published and shall 
forthwith notify in writing the other Parties of any material adverse change to its 
financial position; 

(g) promptly make any amendment to this Agreement as may reasonably be required in 
order to enable another Parry to obtain an approval required by it from a govenmient 
body in connection here//ith or to ensure that all relevant government bodies are 
satisfied with the arrangements contemplated by this Agreement; 

(h) promptly notify each other Party if it becomes aware that it has been named in a 
formal order of im^estigation or otherwise formally identified as the subjea of an 
inquiry by a government body which investigation or inquiry is of a material namre; 

(i) promptly notify each other Party if it becomes party to any material litigation; 

(j) promptly notify each other Party if at any time it suffers a material adverse change 
in its circimastances. 

15.2 E- Exchange hereby covenants and agrees with the other that it shall: 

(a) use its best endeavours to promote an active and liquid market in each Designated 
Exchange Contract and the general success of the Liuk; 

(b) in the c-Tcnt its Qearing House no longer prcMdes clearing services to it for any 
reason, find a replacement to provide clearing services for the purposes of the Link 
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(c) 



and shall use its best endeavoun to procure that such rsplaccmem enters into an 
agreement on terms equivalent to this Agreement; 

not introduce any new contraa economically equivalent to a Designated Exchange 
Contract for the purpose of competing directly with the trading of such Designated 
Exchange Contraa. 



Each Clearing House covenants and agrees with the other that it shall use its b^i endeavours 
to ensure that, as at the Transfer Time on each Trading Day on which a transfer occurs 
pursuant to Clause 6.2 or 6.3 (as the case may be), all information relating to the Day 
Position Balances transferred by it to the other Clearing House is true and accuraie in all 
respects. 

Each Party 'covenants and agrees thai it will immediately notify each of the other Parties if 
it becomes aware that any of the events specified in Clause 7.1.1 or Clause 7.2.1 applies or, 
with the passage of time, has a reasonable prospea of applying relation to ary Member 
participating in the arrangements contemplated in this Agreement. 



Confidentiality, Exchange of Information and Co-operat; 



ion 



1 A Party (the "first Party") shall keep confidendal any and all information disclosed to it by 
another Party (the "disdosing ftmy") hereunder or in connection herewith, except: 



(i) 



(ii) 



(iii) 



(iv) 



such information that was lawfiilly in the first Party's possession prior to such 
disclosure; 

such information that is at the time of disclosure, or thereafter becomes, available to 
the general public other than as a result of the unauthorised disclosure by the first 
Part}'; 

where die first Party is required by a lawfiJ order or punuant to a lawful request of 
a government body to which it is subjea to disclose such information; provided that, 
when the first P-^ learns that any such information has been requested by or i^ 
required to be disclosed to a govemment body, the first Party shall notify the 
disclosing Party immediaiely and shall take all reasonable steps to.protea the 
confidentiality of the information after it has been disclosed; 

where the first Party is required by applicable law or regulation to disclose such 
information; provided that, when the first Party learns that any such information has 
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16.2 



been requested pursuant to applicable law or regulation to be disclosed, the first Paw,' 
shall notify the disclosing Party immediately and shall take all reason^le steps to 
protea the confidentiality of the information after it has been disclosed; 

(v) that the .first Party may disclose such information to either or both of the other 
Parties. 

Oz or before the Effective Date, the Parties shall enter into a Surveillance Agreement relating 
(inter alia) to the provision and exchange of information, and to cooperation, between them. 



17. Jklarkedng 



17.] 



Any marketing or public relations activities proposed with' respea to the Link, the cost of 
such activities and Ae allocation of such costs shall be agreed in writing between the 
Exchanges in adv-ance. 

17.2 In the absence of any agreement referred to in Clause 17.1:- 



(a) 



(b) 



neither Exchange shall incur any costs in comiection with marketing or public 
relations activities for which the other Exchange b to any extent obligated and each 
Exchange shall bear the cosK of its own marketing aud public relations activities; and 

each Exchange shall consult the other regarding, and shall give the other a rca.sonable 
opportunity to comment on, any marketing or public relations activities to be 
undertaken by it with respea to the Link and, in particular, shall provide the other 
with copies of any publicity or marketing material to be published by it with respea 
to the Link in sufficient time prior to publication to enable it to have a reasonable 
opportunity to comment on such material. 



18. Costs and Fees 



18.1 Any costs incurred by a Party with respea to the development and operation of the Link shall 
be borae in their entirety by that Party, unless otherwise agreed. 



18.2 



I espea of any Day Position Balance tjansfiaied througli the Link pursuant to Qause 6.2 
LIFFE and LCH shall be entitled to charge theL- Clearing Members an exchange fee and a 
clearing fee. respeoively. at rates no higher than those norm^ly charged by them in respea 
of cransaaions in such Desigiated LIFFE Contraas made on the LIFFE market. 
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18.4 



18.3 In respea of any Day Position Balance transferred through the Link pursuant to Clause 6.3. 
CBOT and BOTCC shall be entitled to charge their Clearing Members an achange fee and 
a clearing fee. respectively, ax rates no higher than those normally charged by them in respea 
of transactions in such Designated CBOT Contracts made on the CBOT market. 

An Exchange and its Clearing House may not charge any exchange fee or clearing fee in 
respea of Contraos in the terms of Desigt^ted Exchange Contracts which have been made 
on the market of the other Exchange but are not transferred through the Link. 

No financial inducements contrary to applicable law or to regulatory requirements shall be 
offered by a Party u, its Members or to the Members of any other Party for the purpose of 
promoting the Link or encouraging Members to become party to Contiaos in the tenns of 
Designated Exchange Contracts. 



18.5 



19. Scope of actiyities 



19.1 



Save with the agreement of CBOT, LIFFE shall not while this Agreement is in force enter 
mio any Imk arrangement or any similar trading and clearing airangemem in respea of a 
Designated LIFFE Contraa (or an economically equivalent contraa) with any exchange, 
board of trade or market: 



(i) 



(ii) 



• located in North America (including, without limitation, any eleoronic market which 
would permit the exeoition of Contraos in the terms of such Designated LIFFE 
Contraa (or such economically equivalent contraa) from terminals looted in North 
America); or 

located elsewhere, if such link or other arrangement: 



(a) 



(b) 



^vould permit such other exchange, board of trade or market to make 
available for trading or to cocdua or permit trading in Contraos in the terms 
of such Designated LIFFE Contraa (or such economic->ly equivalent 
contraa) durii^g CBOTs trading houn for such Designated LIFFE Contraa; 
or 

wuld be on tmns more fr^urable in any material respea to such exchange, 
board of trade or market (as the case may be) than the terms governing the 
Link. 
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19.2 Save with the agreemem of LIFFE, CBOT shall not whilst this Agreement is in force enter 
in'o any link arrangement or any similar trading and clearing arrangement in respca of a 
Designated CBOT Contraa (or an economically equivalent concraa) with any exchange, 
board of trade or market: 

(i) located in Europe (including, without limitation, any electronic market which would 
perinit the execution of Contracts in the terms of such. Designated CBCXT Contraa (or 
such economically equivalent concraa) from terminals located in Europe); or 

(ii) located elsewhere, if such link or other arrangement: 

(a) wuld permit such other exchange, board of trade or naarket to make 
available for trading or to condua or permit trading in Contracts in the terms 
of such Designated CBOT Contraa (or such economically equivalent 
contraa) during LIFFH*s trading hours for such Designated CBOT Contraa; 
or 

(b) \MDuj.1 be on lenns more fevourable in any material respect to such exchange, 
board of trade or market (as the case may be) than the terms governing the 
Link. 

19.3 Notwithstanding any other provision of this Agreeinent, no prov'ision of this Agreement, or 
of any agreement or arrangement of which it forms pan, which causes or would cause this 
Agreement or that agreement or arrangement (as the case may ^e.) to be subjea to registration 
under the UK Restrictive Trade Practices Acts 1976 and 1977 shall take cffea until the day 
after particulars of this Agreement or that agreement or arrangement (as the case may be) 
have been furnished lo the Direaor General of Fair Tradinj5 in accordance with the 
requirements of those Acts. 

20, Exclusion of IJabilitj 

20.1 Compliance by an Exchange or a Clearing House with any order, decree or similar aaion by 
a government body shall not give rise to any liabiliry whatsoever of such Exchange or 
Clearing House (as the case may be) to any other Party in respea of any damage, loss, cost 
or expense of whatsoever nature suffered or incurred by such other Party as a result thereof. 

20.2 A Party to this Agreement shall not have any liability whatsoever to any other Party m 
conD-aa, tort (including, without limitation, negligence), trust, as fiduciary or under any other 
head or theory (except fraud) in respca of any damage, loss, cost or expense of whatsoever 
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namre suffered or iBcuxred by any other such ftmy as a result of the suspension, restriction 
or closure of the market administered by either E;cchange or of a Clearing House whether 
temporary or otherwise, including as a result of a decision taicen on the occurrence of a 
market emergency, any fiulure by it to supply information in accordance with the SurveUlance 
Agreement to be entered into between the Parties pursuant to Clause 16, as a result of the 
^ure of any commumcations fecilities or technology supplied, operated .r used by a Panv 
for the purposes of the Link, or as a result of the occurrence of any event which is be>ond 
Its control. ■' 



21. Term 



2... Su'>J» ''"ys«CU».22, --.i^A^^^^, 

to. C3) ye». ccm^encing „„ *e EI^v. D.„. Such ^n, sb.,, b. a«^uc3l,y 

fcr , tab„ ^ Of a,,^ o„ ^ 

my^ ^ . ^ ^^^^^ ^ ^^^^ 

« -^e LW:, .Ob „ be ,ive„ ^ 
cu^., ^« 0, ^ ^. „ ^ . ^. ^^^^^^ 

^0.. .od. i. ,„pea Of 00. or ^„ D.i^,:« E^„,. c„.^. i„ whicb 

D»^^ Excb^,, CO..C. 0^, Wicbou, p,ej„.i„ „ ^. ^„ 4 

a^e. ,0 wi^aow fe„ „d,.yor i. ,„p„ ofo™ 0, ™„ D«ig. J 

acb^se Connao, . .cb ttoe o. sucb ^ „ .^^ ^^^^ 

o»o, b. D„i^.e. Excb.,. C„„„„ „e . wl,bd„.. „o. ,b. L«, each 

Shall, as appropriate. prompUy amend its Rules. 

I Termination and its Consequences 

. . I. .v», Of , ^^^^^^ ^^^^ ^ ^ 

cap^l. 0^ ^. ^.^^ ^^^^^ 

^c, ^ Of . sp^ifyio, breacb „d re^in^ , „ 

^0, scv. .ays a*=r U.. „pi,y of 
tcnmnaM on the date given in the notice. 
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22.2 On the occurrence of (i) a market emergency (ii) a govemmeDi intervention or (iii) event 
or circumstance specified in Clause 8. J renderiBg transfers through the LinJc unlawful or 
impossible which, in the case of any of the foregoing, continues for a period in excess of ten 
(10) days, any Party may suspend the operation of the Link and if any of the foregoing 
continues for a period in excess of sixty (60) days, any Party may terminate this Agreement 
with immediate effea bj- written notice to the other Parties. 



22.3 If a Party 
(i) 



(ii) 



(iii) 



shall commence a voluntary case or other proceeding seeking liquidation, 
reorganisarion or other relief with respea to itself or to its debts under any 
banJcruptcy. insolvency or similar law. or seek the appointment of a trustee, receiver, 
liquidator, conservator, administrator, custodian or other similar official (each a 
•custodian-) of it or any substantial pan of its assets; or shall take any corporate 
action to authorise any of the foregoing; 

has an imcluntary case or other proceeding commenced against it seeking liquidation 
reorganisation or other relief with respea to it or its debts under any bankruptcy.' 
insolvency or other similar law or seeking the appointment of a custodian of it or any 
substantial part of its assets; 

is bankrupt or insolvent or files or enters into an assignment for the benefit of its 
creditors; 



(iv) shall otherwise be unable to pay its debts as they become due or adiaits the same in 

writing; 

(V) has made any representation or warranty pursuant to Clause 14 of this Agreement 
which shall prove to have been false or misleading in any material respect as at the 

time it was made or given; 

(vi) terminates its relationship with its Clearing House or Exchange, as the case may be. 

then in any such event, without prejudice to any other rig^hts it may possess, any other Party 
may tenainate this Agreement by written o^tict to the other ftmies with immediate effect. 

.4 In the event of the termination of this Agreement, the Link shall, subjea to Clause 22.5, 
terminate immediately. 
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of Designate. Exchange Contracts maintained by LCH (L rh . 
CBOT Contracts) or by BOTCC (in the case of Designated LIFFE m 
the last such Contraa has been .«t.^ • Contxaas) until 

traa has been settled in accordance with the applicable Rules. 

^^'—^^^t-inadon Of this Agreement under Clauses 22 2 or 22 3 
Contracts u, the tenm of Designated Exchange Co- tr,« • ' 

pro«.,om of CUu«s 16. 20. thi, Qau.,. 22 and Qaus. 24 ,h 7 ^' 

-3, Rnriew of the Dnk 

-■^ ^Hach Exchange .ay at any ^e re.u.e a review of the operaUon and s.cture of .e 

(0 the Average Daily Trading Vfolu^e for a Designated LIFFE C. 

CBOT market is les. than twenty-five ^25. ... "'"^ °° 

, rr-^ nventy-nve (25) lots or more than rwtntv nn^ „„ 

LIFFE-s Average Daily Tr^^dinP k ^ ^ ^ °^ 

y Tr>^iBg Nblume for that contraa over the same pericKi; or 

f") the Average Daily Trading Vol^, fo, , designated CBOT To 

LIFFE market is less than twenty-five (2^7^ ^'"^ 
of CBrrr. ^ °' '^'^ t^^y (20) per cent 

CBOrs Average D^y Trad^ ^.l^, ^^^^ ^ ZL! 

23.2 Followbg a review of die Link cainVH o„, 

i-uiM. ca.Tied out pursuant to Clause i n. • 
such appropriate acdon as they may agree. " "'^^ 

number of lots of that contract tn^.. k °° ^« 

». ... ^ =rr — ■■ 
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24. 



Disputes 



24.1 UnJess the Parties agree otherwise, any dispute arismg in relation to a Contraa in the terms 
of a Designated Exchange Contraa made on the market of an Exchange prior to its transfer 
pursuant to Clause 6 or Clause 8 shail be determined by. an-1 in accordance with the RtUes 
of, the Exchange on which it uas made or those of its Clearing House. Any disputt arising 
m relation a Contraa in the terms of a Designated Exchange Contraa created by a transfer 
punuant to Clause 6 or Clause 8 shall be determined by. and in accordance with the Rules 
of. the Clearing House receiving such tninsfer or those of the Exchange for which it aos. 

25. Notices 



25.1 



Unless otherwise agreed, all notices required to be given to a Party hereunder shall be given 
m wnting to the address, the SWIFT address (in the case of LCH and BOTCC only) or 
fecsumie number (confirmed if requested) specified below and to the person specified beiow 
Oral notices expressly permitted hereunder shall be given using the telephone number of the 
reccvmg Parry specified below. Unless otherwise agreed, any notice shall be effective upon 
receipt. I. the information stated below with respea to a Party no longer applicable such 
Parry shall by notice to the other Parries amend such information. 

LiFFE 



Address 

Attention 
Telephone 
Fax 

CBOT 

Address 

Attention 
Telephone 
Fax 

LCH 

Address 

Attfnti«-.n 
TeJ' \.: t 
Tz:. : 
SWIFT Address: 



as stated at the commencement of this Agreement 

Market Secretary 

+ + 44 171 623 0444 

+ + 44 171 588 3624 



as sated at the commencement of this Agreement 

General Counsel 
+ + 312 435 3500 
+ + 312 341 3392 



as stated at tbs commencement of this Agrecffiem 

Risk >4anagement Director 
+ + 44 171 265 2000 
+ + 44 171 255 2046 
LCHi- GB 2L 
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BOTCC 



Address 



as stated at the conunencement of this .\greeraent 



Anention 
Telephone 



General Counsel 



Fax 

SWIFT Address: 



+ + 312 7 86 5703 
+ + 312 786 9171 
BOTC US 44 



26. 
26.1 

26.2 

26.3 



26.5 
26.6 

I 

! 

i 

27. 
27.1 



Nilscdlaneous 

If for any reason any provision of this Agreement shall be held invalid, illegal or 
unenforceable under any la-y, the validity, legality or enforceability of the remaining 
provisions hereof imder any law shall not be affected thereby. 

None of the Parties may assign or transfer or purpon to assign or transfer is rights or 
obligations under this Agreement without the prior written consent of the other Parties. 

No indulgence or concession granted by a Party, and no failure or delay by a Party in 
exercising any right or remedy under the Agreement, shall operate as a ^^'aiver, iior shall aoy 
single or partial exercise of any such right or remedy preclude any other or further exercise 
thereof or the exercise of any other right or remedy. 

This Agreement supersedes all prior communications, negotiations, represenutions and 
agreement, either written or oral, relating to the Link. 

Nothing in this Agreement shall give rise to a partnership or fiduciary duties between all or 
any of the Parties. 

This Agreement may be executed in any number of counterparu and Dy different Parties on 
separate counterparts and a set of counterparts containing the signature of all of the Parties 
taken together shall constitute one and the same agreement. 

Governing Law and Dispute Resolution 

Any dispute between all or any of the Parties arising under or in connection with this 
Agreement, and the governing law applicable to such dispute, shall be determined exclusively 
in accordance with the provisions of the Third Schedule. 



-38- 



AS >VnmSS the haods of duly autbomed representatives of the Parties the day and year set out 
at the commcncemem of this Agreement. 
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THE FIRST SCHEDULE 



PABT I 
Designated CBOT Contracts 

CBOT* US Treasury Bond Futures Couixaa (Chapter 18. CBOT Rules and Regulations) 
CBOT» T-Bond Futures Options (aapter 28A (St^-dard Options). CBOT Rules and Regulations) 
CBOT* Long Term T-Notes (6-^ - 10 Year) Futures Contract (aapter 24. CECT Rul« and 
Regulations) 

CBOT* Long Term Treasury Note Futures Options (Chapter 11 A (Standard Options). CBOT Rules 
and Regulations) 

CBOT* Medium Term US Treasury Notes (5 Year) Futures Contract (Chapter 25. CBOT Rules and 
Regulations) 

CBOT* Medium Term US Treasury Not. Fumres Options (Chapter 35A (Standard Options). CBOT 
Rules and Regulations) 

PAsrn 

Designated LIFTE Contracts 

LIFFE German Govenunent Bond ("BuDd") Contraa (Exchange Contraa No.27) 

LIFFE Option on German Govenunent Bond CBund") Contraa 

LIFFE Italian Government Bond ("BTP') Contraa (Exchange Contraa No.36) 

LDFFE Option on Italian Government Bond ("BTP") Contraa 

LL^FE Long Gilt Contraa (Exchange Contraa No. 7) 

LEFFE Option on Long Gilt Contraa 



PART m 

Designated CBOT Contracts to be made available for trading from the Effective Date 

CBOT* US Treasury Bond Fumres Contraa (Chapter 18. CBOT Rules and Regulations) 
CBOT* T-Bond Futures Options (Chapter 28A (Standard Options), CBOT Rules and Regulations) 

PART IV 

Designated UFFE 0>^Xrzas to be made available for trading frx,m the Effective Date 

LIFFE German Government Bond ("Bund") Coctraa 

LIFFE Option on German Govcnuiicr«t. Bond ("Bund") Contraa 
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THE SECOND SCHEDULE 



Donated CBOT Contmct 
All Designated CBOT Contracts 



TVading Hours 
PARTI 
LIFFE Trading Hours 

Permitted Thiding hours 

07.30 London time - 07.00 Chicago time 

PARTH 
CBOT IVading Hours 



Df signaled UFFE Contract 



LIFFE Italian Govenament Bond ("BTT") 
Contraa 

LIFFE Option on Italian Govemmem Bond 

("FTP") Contraa 

LIFFE Long GDt Contraa 

LIFFE Option on Long GiJt Contraa 

UFFE German Govemmcni Bond ("Bund**) 

Contraa 

LIFFE Option on German Govcmment Bond- 
("Bund") Contraa 

Ail designated LIFFE Contracts 



Ptnnittcd ThuUug Hours 



16.15 London time - 14.00 Chicago time 
16,15 London time - J4.00 Chicago time 

16.19 London time - 14.00 Chicago time 

16.20 London time - 14.00 Chicago time 
16.20 London time - 14.00 Chicago time 

16.20 London time - 14.00 Chicago time 



17.20 CST - 20.05 CST 

(when local time in Chicago is CST) 

and 

18.20 CDT- 21.05 CDT 

(when local lime in Chicago is CDT) 
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THE nilRD SCHEDULE 



LI 



Dispute Resolution 

Composition of Tribunal 



All disputes arising out of this Agreetnent or b connection with it or its application shall be 
exclusively deteanir^ed by arbitration b>- a tribunal (the 'IViburuI-) of three arbitrators 
appointed as fblJows. 



1.2 



1.3 



LIFFE and LCH shall, no later than one month before the scheduled Effective Date joinUy 
appoint an individual nominee (the -l^ndon Nominee", which term includes any 
replacement) as a member of the Trib,mal upon such terms as LIFFE. LCH and the London 
Nominee shall agree in accordance with die provisions of this Schedule. 

CBOT and BQTCC shall, no later than one month before the schedule Effective Date jointly 
appomt an individual nominee (the "Chicgo Nonunee". which term includes any 
replacement) as a member of the Tribunal upon such terms as CBOT. BOTCC and th» 
Ch.cago Nominee shall agree in accordance with the pnA-isions of this Schedule. 

On or before the Effective Date, the London Nominee and the Chicago Nominee shall jointly 
appoint a third person (the "Joint Nominee", which term includes ^y alternate) as the third 
arbitrator member of the Tribunal upon such terms as the Parties shall agree in accordance 
with the provisions of this Schedule. 

1.5 The Joint Nominee for the time being shall be aairman of the Tribunal. 
2. Replccenunx and Akenme Nominees 



1.4 



2.1 



2.2 



^ for any reason and at any time, the Undon Nominee ceases to be a member of the 
Tribunal or becomes unable or ineligible to aa as such, then LIFFE and LCH shall as soon 
as It IS practicable, jointly appoint an individual to replace the London Nominee upon such 
terms as LIFFE. LCH and that individual shall agree in accordance with the provisions of this 
Schedule. Upon the appoinmient of the replacement taking effect, he shall be vested with the 
same rights and powers and be subject to the same obligations and dudes as his predecessor. 

If. for any reason and at any time, the Chicago Nominee ceases to be a member of the 
Tribunal or becomes unable or ineligible to aa as such, dien CBOT and BOTCC shall, as 
soon as it is practicable. jo.nUy appoint an individual to replace the Chicago Nominee upon 
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2.3 



such ituns as CBOT, BOTCC and that bdividual shall agree in accordance with the 
provisions of this ScheduJe. Upon the appointment of the replacement talcing effea, be shall 
be vested with the same rights and powers and be subjea to the same obligations. and duties 
as his predecessor. 

On or before the Effeaive Date, the Undon Nominee and the Chicago Nominee shall jointly 
appoint an alternate to the Joint Nominee to act as such if, for any reason, the Joint Nominee 
ceases to be a member of the Tribunal or becomes unable or ineligible to aa as such. 

If. for any reason after the Effective Date, the Joint Nominee or his alternate appointed under 
2.5 becomes unable or ineligible to act as members of the Tribunal, the London Nominee and 
the Chicago Nominee shall, as soon as is practicable, jointly appoint a funher alternate to act 
as Joint Nominee or his alternate, as the case may be. 

2.5 The appointment and ofBce of the Joint Nominee, and his alternative shall not be affeaed by 
the occurrence of the events set out in 2.1 and 2.2, subjea always to 2.4 above. 

3. Proceedings of Ou Tribunal 



2.4 



3.1 



3.2 



AJl disputes shall be settled by arbitration in accordance with the UNCITRAL Arbitration 
Rules as in force at the date of this Agreement, subjea to such modification as herein set out. 

The place of arbitration shall be Bermuda. Without prejudice thereto, the Tribunal is 
empowered to convene hearings outside Bermuda and to condua the proceedings by 
telephone, video conference, exchange of documents or whatever other means are cooveaiem 
and appropriate to ensure compliance with principles of natural justice and equality of the 
Parties. 

3.3 Iht language to be used in tie arbitral proceedings shall be English; and any dooiments made 
available to the Tribunal in the course of the proceedings in a language other than English 
shall be accompanied by a translation into English duly confirmed by a competent tran^aio.-. 

3.4 In the event of an objeoion being raised that the Tribunal has no jurisdioion over a panicular 
dispute, the Tribunal shall proceed with the arbitration and nJe on that objeoion in their final 
award. 

3.5 It shall be for the Tribunal to decide on whatever time limits and timetable are appropriate 
for each dispute. In an appropriate case, the Tribunal may. decide to limit the wlume or 
sequence of written pleadings or dooiments to be delivered to it or to limit the length of, or 
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3.6 



dispense with, an oraJ hearing. In determining these time limits and timetable, the Tribunal 
wUI respea principles of narural justice and of equality of the Parties. 

TT.e Tribunal is hereby empowered in relation to a dispute xo grant such equitable remedies 
and to order such interim measures as it may deem ,0 be necessary and appropriate in each 

case. 



Save to the extent that the Tribunal rules other>vise. all of its proceedings and all documents 
produced in the course of its proceedings or as a result d>ereof shall be and shall remain 
confidential. 



4. Applicable Laws 
4.1 



4.2 



4.3 



4.4 



•n^e law to be applied as governing any particular dispute shall be either the la^^ of England 
or the la,^ of the State of -linois or Delaware, or the la^« of the United States of An^erica- 
and the Tribunal shall decide in each case, in its absolute discretion and without being obliged 
to hear the Panics on the point, which leg3i system has the closer connection with the dispute. 

1. the even, that the Undon Nominee and the Qicago Nominee are .^le ,0 agree which 
system of law will govet^ , dispute, the Joint Nomine, shall decide that question in his sole 
discreuon by whatever means (arbitrary or otherwise) he deems to be appropriate. 

The Tribunal shall apply the law so chosen as applicable to the substance of the dispute 
Nevenheless. if the result of applying that law to the substance of the dispute ^uld produce 
an outcome which., in the view of the Tribunal, does not reflea the practice or expectations 
of the markets, the Tribunal is expressly authorised to decide rc m,uo a bono (that is in 
such a manner as is fair and just on the faos). 

Tl^e procedural law to govern d.e arbitration of any dispute hereunder shall be that of 
Bermuda, taldng into account the Bermuda Intemataoaal Conciliadon and Arbitration Aa 
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SIGNED by Jack \ViggiesM,)rth ) 

for and on behalf of \ 

LIFFF ah™- • . . ^^^^ WIGGLESWORTH 

i-lfTE Administration & Management ) 



SIGNED by Patrick H. Arbor ) 
for and on behalf of » 

B«^d.fT>,d..ru,eO,„raicaso , PATWCKH.AKBOR 



SIGNED by David Hardj 

for and on behalf of 

The London Clearing House Limited 



DAVID HARDY 



) 



SIGNED by Dennis A. Dutlerer 
for and on behaJf of x 
Bo^rd „, a^„^ con.^^^ I -DENNIS A. DUTJXRKR 



PAS$04J5.37O 
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DRAfT 

CONCEPT DOCUMENT - CBOT/LIFFE UNK 
CLEARING "^^^ ^^^•^'NG CORpSraT^'n 

iVfff designated products traded in Chicago 

A. Trading/Contract RequiromGnfs 



wJcon)lnuel,ading beginning at lM0^^fX^5"^ 

hLonoon. ^ ^ °"** °" °sa" wtx> Is o member of LCH 

SffiSS'^^e^S^*^ =^ ^"^ ^ -e^ . me, « 

submitted under ttTis exchanoe numtwT;"^ ^'^"P' ^ ollowed for trades 

•rcjled over" ^to Exctx^^ ^^e"£^ZTu%T^' "^^"^ ^ 
be processed by tt^ Cteoring CoJSSjST ^ ^s.gnated option contracts 

J:r:.^T'Sc??s;-°g^-;,^,^ ^^-^-^ concoct. . 

B. Trade Submission ond Matching 

»^s^^.^ or ^ou^ ^, 

wm. o final £QC mct<^S:Z S^^^°;;^ during o cS,tin^ S 

SC!^ol^^ISg"c^^c^SS<S"r^!ti^^^^ ."^ ^ unmotched trades reports 
doy tt^ey ore execute?wfll^^^j?S^?^^,^^^ ^ have not dSa^ S^ 

ability to submit correctiSJS^SSSTo'?;?^^ RmJ^^S^ 
do for ottier CBOT unmotct^ troSf in the some manner os 

A fined EQC recondllotion wli; be established for i fPPc • _ 

pm Rrms w,ll receive o Trode RegiS^Sw liS ^^9^©^ products only at 3:15 



1 



Doy plus 2 (T+2). Motched posrfions finofeed In me 3- 15 om r^^nn^-.w 

onginol morgn colculotion that is confirmed mTbSS^ ' '"^'"^^d in tt^ 

UFFE designated products will be denomhi^*.S^o n h ^ f ° '^^'O'" f°*es for 
morket In tt^ foreign cu^e^^^l W^IJSfSiL "°^ever. no mork-to- 

C. Position maintenance 

provided on tt^ futures trodereS^dtfr^Sf ^ ^ ^^^^ ''"^ win be 

mot will match the four^ins c^^^J^ fS^^. T^^' ^ ^ estaWished 
Origins 3 and 4 will require a fioS^Sr^oi^^SSSi^ .^l!""^' subrnttted under 
by floor broker ocrcWm. oaonym. Posrtxjns wfll be automotkxjily netted 

interest figures for UFFE designated cor^Ss>«S?^^^^ ' OP^n 

their respective cteoringhoSTLCH ^ " f^'^tained by UFFE and 

Posftions to be tronsmttted to UFFE will be^ r^t 

Ihe frode records subrnittedto CtecZTuTFEtl^^ -nstructions received on 

morV price from Ck>aring Tt^sH^ri. u.?fr^!^^^ ^ ^ 2:C» p.m. 

Wfll cony the posft,ons.^FFE^ SS^e t^^^ T "^"^^ ot UFFE ^ 
drcumstonces. (ReJectionlx'^^Il^^ 

CLEARING 

CBOT designated products traded in London 
A. Trading/Contract Requirements 

Evening Troding session. ^ t>e seen as an extension of the 



2 



Position Moinfenance 



CBOr controcfs wiH ho tr« 

SSeSrroSnTc^Si" ''^^ - ^^^H con be o«^t 

field, posftions will defoutt t!. ^® " no vcAmk^l ^ ^ ^P^'O" record 

submfftecJ uncter origins 3 nn!^^'°^^ °"9''™ currently i^S7J wiii^ 

Recefve tronsmisabn from am^ . 

posftions are r^oi^^ 
^totched froctes irvs w received from UFFE. 



9«)o.m. 



".•00 am. 
1-OOp.m. 
J - IS p.m. 
'■•30 p.m. 
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UFFE will mork-to-morket positions in CBOT products to tt^ closing price of the frcdina 
session in London. Posirtons will be transmitted at ttiis "mark' price from liffE to me Clecrino 
Cofporotion by 9 a.m. These positions will be morked from ttie UFFE -mork' price to tti« 2 0O 
p.m. CBOT price at ff^e mid-day voriotion morgin call. " ' 

CBOT designoted positions traded In London will be included in ttie Cleoring Corporation's 
open interest cdlcukDtion. Firms will be required to ir^ude tt^se positions on their Open 
rl^!^ afm«^on to ttie Clearing Corporotion and their Lorge Troder reporting to the 
JxeStion ^""^ ^ morning o1 the first business day follov^g theiJ 

III. DATA FIL£S 

UFFE designated products traded In Chicago 

The Board of Trode Clearing Corporation will provide Q trode duplication file of UFFE 

^ ^"^^ ^'^^^^'^ ^'^'^^ °^ P""^®- vvill create end include 

o^ts o^ those iT^s ot the 2:00 p.m. mark-to-market prce. This Infcrrnotion^^liTlS 
meposrtiOTO OS Cleared and martced on the Deity Trode and Poslion Register. The final 
London settlement pnce will also be provided on this file. In oddrtion o^rotrtroS 
data file wsll be created bosed on remaining net posttksns by account. 

15 ^'^ ^ currently produced nightly after the tinol reconaliofion 

will Include UFFE designated trades under a separate exchonge/session IndiOTtor The 
^n^%?^° "^J:^'?^'"^^ °^ -settlement^Srwhich in tS IS re^ 

ZT^J pm mark-tc>market price used by the Clearing Corporation. As this file is a 
c^a Interpretation of the Doily Trode and Position Register it will not include the finol UFFE 

The^Setnement price file will be updated to show the 2:CX) p.m. mark price for UFFE 
fV. DATA FILES 

CBOT deagnated products traded in London 

The Board of Trode Clearing Corporation will provide a trode duplication file of CBOT 

n^^S^^t^^^""^ """^^ °^ «eat6 anS 

SS^^^ ot the UFFE mork-tomorket price from the dose ot 7:00 am 

mfonr-otion w.H reflect the positions os cteored ond marked of UFFE. This dupficotton 
file wui be produced outomotteofly after the 1:00 p.m. firm deodline for c^S^T^^ 

^I^Se'^S^iSf ''^'^ " "^"^"''^ produced nightly after the final reconciliation 
^ CBOT trodes under o separate exchange/session indicator for trades executed 
m T^rJ^ "^^^ ^ ^" ^ position with the UFE mortc SceoS 
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V. MARGIN/RISK PROCEDURES 

UFFE deagnc^ed products traded in Chicago 

n« CBOI b open we w« bJ°u!S^?o^SS L^"<S£." " °~ 

assessed tn U.5. dollcvs for ufff n^^r,r.rrtI^J.V^^\^ ? margin wfB be 

d^Tlno London hoS^s Spl^f ^^^p^^I^ Corpordion 

products w«l be op^d to U^ ^^lc^^cSS:;? ^""^^ 

VI. MARGIN/RISK PROCEDURES 
CBOT products traded in london 

ond .utiec. .0 1« 3.<X, an,. n^ToSSS^S^'S'JiS^a'r- ''««*»°" 



July 6. 1995 
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balancing of traffic flow between 
Brigham City One arrivals into Salt Lake 
City International Airport; and (3) the 
addition of this route will improve the 
overall management of air traffic 
operations and thereby enhance safety. 

The FAA has determined that this 
regulation only involves an established 
body of technical regulations for which 
frequent and routine amendments are 
necessary to keep them operationally 
current. Therefore, this regulation: (1) Is 
not a ^'significant regulatory action" 
under Executive Order 12866; (2) is not 
a "significant rule*' under DOT 
Regulatory Policies and Procedures (44 
FR 11034; February 26. 1979); and (3) 
does not warrant preparation of a 
regulatory evaluation as the anticipated 
impact is so minimal. Since this is a 
routine matter that will only affect air 
traffic procedures and air navigation, it 
is certified that this rule, when 
promulgated, will not have a significant 
economic impact on a substantial 
number of small entities under the 
criteria of the Regulatory Flexibility Act. 

Jet routes are published in paragraph 
2004 of FAA Order 7400.9H dated 
September 1, 2000, and effective 
September 16, 2000. which is 
incorporated by reference in 14 CFR 
71.1. The jet route listed in this 
document will be published 
subsequently in the order. 

List of Subjects in 14 CFR Part 71 

Airspace, Incorporation by reference, 
Navigation (airj. 

The Amendment 

In consideration of the foregoing, the 
Federal Aviation Administration 
amends 14 CFR part 71 as follows: 

PART 71— DESIGNATION OF CLASS A, 
CLASS B, CLASS C, CLASS D, AND 
CLASS E AIRSPACE AREAS; 
AIRWAYS; ROUTES; AND REPORTING 
POINTS 

1. The authority citation for part 71 

continues to read as follows: 

Authority: 49 U.S.C. 106(g), 40103, 40113, 
40120; E.O. 10854,24 FR 9565, 3 CFR, 1959- 
1963 Comp., p.389. 

§71.1 [Amended] 

2. The incorporation by reference in 
14 CFR 71.1 of the Federal Aviation 
Administration Order 7400.9H, 
Airspace Designations and Reporting 
Points, dated September 1, 2000, and 
effective September 16, 2000, is 
amended as follows: 

Paragraph 2004 Jet Routes 
* * * * * 



J-713 iNewl 

From Billings, MT, via Boysen Reservoir, 
WY; Big Piney, WY; to Salt Lake City, 
UT. 

***** 

Issued in Washington, DC. on June 20, 
2001. 

Reginald C- Matthews, 

Manager, Airspace and Rules Division. 

(FR Doc. 01-16181 Filed 6-26-^01; 8:45 am] 
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COMMODITY FUTURES TRADING 
COMMISSION 

17 CFR Parts 1 and 30 

Treatment of Customer Funds 

agency: Commodity Futures Trading 

Commission. 
ACTION: Order. 

SUMMARY: The Commodity Futures 
Trading Commission (''Commission") is 
issuing an Order regarding the treatment 
of customer funds carried by a futures 
commission merchant ("FCM") for the 
purpose of margining, guaranteeing or 
securing customers' trades executed on 
or through a board of trade located 
outside the U.S. but cleared by a 
derivatives clearing organization located 
in the U.S. Subject to the terms and 
conditions set forth herein, certain 
designated members of the Chicago 
Mercantile Exchange {"CME") may 
commingle in a single account the funds 
received from customers trading on or 
through designated contract markets or 
derivatives trading execution facilities 
with those funds received in connection 
with the CME's clearing of certain 
products traded on or though the MEFF 
Sociedad Recotra de Productos 
Financieros Derivados de Rente Variable 
("MEFF"). a board of trade located in 
Spain. This Order is issued pursuant to 
Sections 4(b) and 4d of the Commodity 
Exchange Act and Commission Rule 
30.10. 

EFFECTIVE DATE: June 20, 2001. 
FOR FURTHER INFORMATION CONTACT: 

Andrew V. Chapin, Staff Attorney, 
Division of Trading and Markets, 
Commodity Futures Trading 
Commission, 1155 21st Street, NW., 
Washington, DC 20581. Telephone: 
(202) 418-5430. 

SUPPLEMENTARY INFORMATION: The 
Commission has issued the following 
Order: Order Regarding the Treatment of 
Customer Funds Carried in Connection 
with Transactions Entered into on or 
through MEFF Sociedad Rectora de 
Productos Financieros Derivados de 



Renta Variable and Cleared through the 
Chicago Mercantile Exchange. 

A, The CME-MEFF Arrangement 

The CME has entered into a clearing 
arrangement with MEFF involving the 
trading and clearing of certain stock 
index futures products based on the 
Standard and Poor's ("S&P") Euro 
Index, the S&P Europe 350 Index, and 
certain sector indices from the S&P 
Europe 350 Index (collectively, 
"Designated Future Contracts** or 
"DFC").* Pursuant to the arrangement, 
referred to as the Master Agreement, 
MEFF will list these products for 
trading on its electronic trading 
platform, MEFF S/MART, execute these 
trades subject to MEFF rules, and 
submit these transactions for clearing to 
the CME. In accordance with part 30 of 
the Commission's rules, any DFC 
transaction involving a customer located 
in the U.S. will be intermediated by an 
FCM or a firm exempt from such 
registration pursuant to Rule 30.1 0.^ 
MEFF has received previously from the 
Commission an order issued pursuant to 



^ Receipt of a no-action position from 
Commission staff is a necessary prerequisite to the 
offer and sale of foreign futures and option 
contracts on non-narrow foreign stock indices in the 
U.S. On June 13, 20D\, the Commission's Office of 
General Counsel issued a no-action letter to MEFF 
permitting the offer and sale in the U.S. of futures 
and options contracts on the S&P Euro and S&P 
Europe 350 stock indices. MEFF has not sought 
similar relief with respect to any of the Europe 350 
sector indices. 

2 Rule 30.10 permits a person affected by the 
requirements contained in Part 30 of the 
Commission's rules to petition the Commission for 
an exemption from such requirements. Appendix A 
to the Part 30 rules provides an interpretative 
statement that clarifies that a foreign regulator or 
self-regulatory organization ("SRO") can petition 
the Commission under Rule 30.10 for an order to 
permit firms that are members of the SRO and 
subject to regulation by the foreign regulator to 
conduct business from locations outside of the 
United States for United States persons on non- 
United States boards of trade without registering 
under the Commodity Exchange Act. based upon 
the person's substituted compliance with a foreign 
regulatory structure found comparable to that 
administered by the Commission under the Act. 

Among the issues considered by the Commission 
in determining whether to grant Rule 30.10 relief 
to a foreign regulatory or self-regulatory authority 
are the authority's: (ij requirements relating to the 
registration, authorization, or other form of 
licensing, fitness review, or qualification of persons 
through whom customer orders are solicited and 
accepted: (ii) minimum financial requirements for 
those persons that accept customer funds; (iii) 
minimum sales practice standards, including risk 
disclosures, and the risk of transactions undertaken 
outside of the United States; (iv) procedures for 
auditing compliance with the requirements of the 
regulatory program, including recordkeeping and 
reporting requirements; (v) standards for the 
protection of customer funds from misapplication; 
and (vi) arrangements for the sharing of information 
with the United States. Interpretative Statement 
with Respect to the Commission's Exemptive 
Authority Under §30.10 of its Rules. 17 CFR Pari 
30. Appendix A (2001). 
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Rule 30-10 and certain MEFF members 
have received confirmation of such 
relief.3 

For the purpose of clearing 
transactions involving DFCs, MEFF will 
be designated as a Special Clearing 
Member of the CME and generally will 
be required to comply with all CME 
rules.* As such, MEFF will open a 
special clearing account with CME. In 
the case of a trade intermediated by a 
MEFF clearing member, the CME will 
post the legs of the trade to the 
appropriate sub-account for each MEFF 
clearing member in the MEFF's special 
clearing account. In the case of a trade 
intermediated by a CME clearing 
member, the CME will post the trade 
directly into the appropriate clearing 
member's account at the CME. Customer 
funds will be held either by MEFF in its 
special clearing account or by a CME 
clearing member. 

B. Request for Relief 

By letter dated May 24. 2001, the CME 
requested, on behalf of its clearing 
members, an exemption from certain 
requirements set forth in Section 4d of 
the Commodity Exchange Act ("Act"), 
and Commission Rules 1.20 and 30.7.5 

Section 4d of the Act provides, inter 
alia, that FCMs shall "treat and deal" 
with funds deposited by a customer to 
margin or settle trades or contracts "as 
belonging to such customer." Further, 
an FCM must segregate and separately 
account for customer funds and 
property but may, for purposes of 
convenience, deposit such funds and 
property in the same account or 
accounts with any one of the listed 
depositories. Section 4d(a)(2) further 
states that it shall be unlawful for any 
depository to hold, dispose or use any 
money, securities or property deposited 
by customers as belonging to the 
depository or any person other than the 
customers of said depository. Section 4d 
also prohibits a depository from 
commingling funds attributable to 
trading on or through a designated 
contract market ("DCM") or derivatives 
transactions execution facility ("DTF'*) 
with those funds on deposit for the 
purpose of trading on or through a board 
of trade other than a DCM or DTF. 



^ See 62 FR 16687 (April 8. 1997). 
For example, MEFF will be required to: (i) 
deposit with CME the initial margin equal to the 
account required of other CME clearing members; 

(ii) comply with certain CME capital requirements; 

(iii) file monthly financially reports: Ov) submit an 
annua] certified audit; and (v) provide CME with 
access to its books and records. 

^ Letter from Stephen M. Szarmack, Director and 
Associate Genera! Counsel. CME, to John C. 
Lawton. Acting Director. Division of Trading and 
Markets, Commission, dated May 24, 2001. 

*7U.S.C, §6d (2001). 



Commission Rules 1.20-1.30, 1.32, 1.35 
and 1.36 implement section 4d. 

Rule 30.7 sets forth similar, but not 
identical, requirements with respect to 
the treatment of funds held on deposit 
for foreign futures or foreign options 
customers, i.e., customers located in the 
U.S. trading on or subject to the rules of 
a foreign board of trade ^ Unlike section 
4d and Rule 1.20. Rule 30.7 requires an 
FCM to maintain in a separate account 
only an amount sufficient to cover or 
satisfy all of its current obligations to 
foreign futures and foreign options 
customers, defined in Rule 1.3{rr) as the 
foreign futures and foreign options 
secured amount, and not an amount 
equal to all money, securities or 
property on deposit. Like section 4d and 
Rule 1.20, however, Rule 30.7 requires 
an FCM to separate customer funds from 
non-customer funds and permits an 
FCM to commingle all customer funds 
into one account. In addition. Rule 
30.7(d) also states that "lljn no event 
may money, securities or property 
representing the foreign futures or 
foreign options secured amount be held 
or commingled and deposited with 
customer funds in the same account or 
accounts required to be separately 
accounted for and segregated pursuant 
to section 4d of the Act and the 
regulations thereunder.'' 

Notwithstanding the previously cited 
provisions, however. Section 4d 
provides further; 

in accordance with such terms and 
conditions as the Commission may prescribe 
by rule, regulation, or order, such money, 
securities, and property of the customers of 
such FCM may be commingled and deposited 
as provided in this section with any other 
money, securities, and property received by 
such FCM and required by the Commission 
to be separately accounted for and treated 
and dealt with as belonging to customers of 
such FCM. 

In addition, Rule 30.10 permits any 
party adversely affected by any 
requirement under Part 30 of the 
Commission's rules to petition the 
Commission for relief from such 
requirement. 

Absent any relief, CME clearing 
members would be required to hold U.S. 
customer funds in accordance with the 
Rule 30.7 secured amount requirement 
and would not be permitted to 
commingle customer funds associated 
with DFCs in a Section 4d segregated 
accQunt along with customer funds 
associated with domestically-traded 
contracts. 

The CME has represented that it 
believes that existing protections and 
protections afforded by the Master 
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Agreement are sufficient to protect the 
funds of customers trading domestic 
products (and held in a Section 4d 
segregated account) in the event of a 
default by MEFF or a CME clearing 
member as a result of trading in DFCs. 
The CME notes that MEFF, as a special 
clearing member, will be subject to 
essentially the same capital 
requirements and financial reporting 
obligations of other CME clearing 
members. In addition, CME notes that 
the clearing of DFCs will be subject to 
CME oversight and risk management 
polices. The CME further notes that the 
Commission previously examined the 
regulatory structure governing 
transactions entered on or subject to the 
rules of MEFF and determined that 
compliance with applicable Spanish 
law and MEFF rules may be substituted 
for compliance with certain provisions 
of the Act and Commission rules.** 

C. Terms and Conditions 

Upon due consideration, the 
Commission has determined to issue an 
Order pursuant to Sections 4(b) and 4d 
of the Act and Rule 30.10. Subject to the 
following terms and conditions, clearing 
members of the CME may commingle 
customer funds used to margin, secure, 
or guarantee transactions in DFCs with 
funds used to margin, secure, or 
guarantee transactions in domestically- 
traded contracts in a segregated account 
or accounts maintained in accordance 
with Section 4d of the Act and Rule 
1.20. The terms and conditions for relief 
are as follows: 

1 . CME will maintain a clearing 
system that will perform the following 
functions: 

a. mark-to-market the prices of DFCs 
on a daily basis; 

b. pay settlement variation and option 
premium to, and collect settlement 
variation and option premium from, 
MEFF and CME clearing members on a 
daily basis; 

c. verify and post matched trades; 

d. hold the initial margin deposits of 
MEFF and CME clearing members; 

e. determine and record MEFF's gross 
open positions; 

f. maintain sub-accounts for each 
MEFF clearing member on CME's books; 

g. determine and record margin 
requirements, exercise and assignment, 
and final cash settlement records; 

h. determine and report daily price 
fluctuations, total open interest and 
trading volume for each contract traded 
pursuant to the Master Agreement for 
each trading session; and 
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1. ensure the timely and orderly flow 
of funds in settlement of MEFF*s trading 
profits and losses. 

2. MEFF will become and remain a 
special clearing member of CME subject 
to all of the rules and policies of CME 
that govern the rights and 
responsibilities of other clearing 
members at the CME including, but not . 
limited to, meeting required security 
deposit requirements and being subject 
to CME assessment powers. 

3. For each trade executed pursuant to 
the Master Agreement, MEFF will 
submit to CME a clearing record 
submission containing information as 
CME may require, including, at a 
minimum, the following information: 

a. an indication that the trade is being 
made pursuant to the Master 
Agreement: 

b. identification of the executing 
clearing member(s); 

c. identification of the terms of the 
contract being traded, including the 
delivery month, put/call indicator, 
strike price, underlying futures contract, 
if applicable, house or customer origin, 
whether the trade was a buy or sell 
transaction, and the date the trade was 
executed; 

d. the number of contracts and the 
price at which the contracts traded; and 

e. an indication as to whether each 
side of a matched trade will clear in the 
MEFF special clearing account or in a 
CME clearing member's account. 

4. Upon receipt of each clearing 
record submission, CME will validate 
the transaction to ensure the trades are 
for DFCs and for the existence of two 
offsetting legs with a trade price that is 
within a reasonable price range for the 
contract, and, where necessary, inform 
MEFF as soon as practicable of any 
reason validation failed and return the 
trade to MEFF for correction or 
nullification. 

5. Upon acceptance of a trade for 
clearing and guarantee, the CME will 
post the legs of the trade to the 
appropriate clearing member sub- 
account of the MEFF special clearing 
account or to the appropriate CME 
clearing member's account. 

6. CME will retain the right to adjust 
the marking price for clearing purposes 
to be different from the settlement price 
in cases where the settlement prices 
vary significantly form the theoretical 
market value of the instruments as 
determined by the CME. 

7. For the purpose of making and 
receiving margin and daily settlement 
payments in connection with the 
clearing of DCFs, CME and MEFF will 
establish separate accounts at a 
mutually-agreed upon bank located 



outside the U.S. authorized to effectuate 
transfers between accounts. 

8. CME will determine the initial and 
variation margin levels for each DFC 
required to be maintained by MEFF and 
calculate MEFF's margin requirements 
based upon MEFF's net positions with 
respect to each delivery month, taking 
into account any applicable spread 
margin reductions. 

9. In the event of a MEFF default, as 
defined by the Master Agreement, CME 
may, in addition to all other rights and 
remedies contained therein, or 
otherwise permitted by applicable law: 

a. apply margin deposits to the 
obligations of MEFF to make payments 
to the CME when and as they become 
due; 

b. liquidate the positions and 
collateral of MEFF, including but not 
limited to its security and seat 
assignment deposits and apply other 
assets of MEFF available to the CME to 
discharge the obligations of MEFF to 
make payments to the CME when and 
as they become due; 

c. by notice to MEFF, suspend the 
operation of the MEFF special clearing 
account as to all subsequent trades; 

d. establish an alternative market for 
DFCs through electronic means or 
otherwise: and 

e. allow MEFF clearing members to 
transfer their positions to a CME 
clearing member. 

Notwithstanding the above, if a MEFF 
default exists because of a failure by 
MEFF to make a payment required by 
the Master Agreement, the CME may 
liquidate the positions in the MEFF 
special clearing account. 

10. CME will receive from MEFF the 
following information on an ongoing 
basis: 

a. upon written request and within 
three business days, all information 
relating to the markets in DFCs that may 
assist the CME in its efforts to maintain 
the integrity of the marketplace; 

b. periodic reports listing all large 
trade positions setting forth positions 
equal to or exceeding a threshold to be 
determined jointly by CME and MEFF; 
and 

c. upon a special call and within 24 
hours, a report that contains, at a 
minimum, information required to be 
included in large trader reports and 
account identification information. 

11. All money, securities, and 
property received by a participating 
FCM to margin, guarantee, or secure 
DCFs, or accruing as a result of DCFs, 
and held subject to the terms of this 
Order, shall be deemed to have been 
received by the participating FCM and 
shall be accounted for and treated and 
dealt with as belonging to the customers 



of the participating FCM consistently 
with Section 4d of the Act. 

12. Subject to the terms and 
conditions of this Order, 
notwithstanding any provision to the 
contrary in the Commission's rules 
(including, but not limited to. Rules 
1.20(a), 1.22 and 1.24). the money, 
securities, and property described in the 
preceding paragraph of this Order may 
be commingled with money, securities, 
and property received by a participating 
FCM to margin, guarantee, or secure 
trades or positions in commodity 
futures or commodity option contracts 
on a DCM or DTEF, or accruing as a 
result of such trades or contracts, and 
otherwise required by the Commission 
to be segregated under the Act. 

This Order does not provide an 
exemption from any provision of the 
Act or rules thereunder not specified 
herein, for example, the registration 
provision of Rule 30.4 applicable to the 
offer and sale of foreign futures and 
foreign options to customers located in 
the U.S. Moreover, the relief granted is 
limited to the contracts and activities 
described in the Master Agreement and 
does not extend to the clearing of 
transactions entered into on or subject 
to the rules of any other board of trade 
located outside the U.S. The relief also 
does not extend to the use of electronic 
devices by persons located in the U.S. 
to access MEFF directly. 

This Order is issued pursuant to 
Sections 4(b) and 4d of the Act and Rule 
30.10 based upon the representations 
made and supporting material provided 
to the Commission by the CME. Any 
material changes or omissions in the 
facts and circumstances pursuant to 
which this Order is granted might 
require the Commission to reconsider its 
finding that the relief set forth herein is 
appropriate. Further, if experience 
demonstrates that the continued 
effectiveness of this Order in general, or 
with respect to a particular firm, would 
be contrary to or the public interest, the 
Commission may condition, modify, 
suspend, terminate, withhold as to a 
specific firm, or otherwise restrict the 
exemptive relief granted in this Order, 
as appropriate, on its own motion. 

Issued in Washington, DC on June 20, 
2001. 

Jean A. Webb, 

Secretary of the Commission, 

[FR Doc. 01-16018 Filed 6-26-01; 8:45 ami 
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